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A FORECAST OF THE FUTURE OF 
AMERICAN RAILROADS! 


SUMMARY 


Introduction: the alarmist and the fatalist attitude; the problems to 
be solved, 364.—I. Transportation Technique; how recent its great 
advances, 365. — Motor-truck possibilities, 368. — Centralized gen- 
eration of power, 371. — II. Terminals, 371. — Unitary control inevit- 
able, 374. — III. Consolidations, 375. — Future of the Transportation 
Act in this regard uncertain, 376. — Public advantage of consolidation, 
377.—IV. Ownership and Control, 378. — Financial difficulties arising 
from the legal limitation of return, 380. — Possible eventual outcome: 
a few great corporations, mixed directorates, 382. 


THERE are two typical attitudes of mind respecting 
the future of railroads, which outcrop everywhere. 
There is, first, the alarmist attitude of inquiry among 
conservative laymen — “with terror dumb,” to use 
Byron’s phrase — which focuses in the question: are we 
heading toward government ownership and operation? 
There is, second, among many practical railroad men, 
an assumed attitude of fatalism. It is embodied in the 
despairing query: what incentive can longer be found 
for individual initiative in an industry where the rev- 
enues are fixed by one governmental agency, and where 
over one half the expenses, to wit, the pay-roll, is fixed 

1, The substance of this article was delivered originally as a public lecture at Har- 


vard University, Jan. 8, 1924. 
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by. another governmental agency; and where half the 
net income, if ever in excess of 6 per cent, is appro- 
priated by the Federal Treasury? The layman shivers 
in apprehension of a calamity which he fears is immi- 
nent; the railroad man professes a mild despair in the 
conviction that the calamity has already descended, 
altho disguised as yet by the failure of the government 
explicitly to acknowledge the responsibility which in 
essence the government has assumed. 

There is no confident answer to the first query, tho 
it is often propounded in disregard of the more impor- 
tant prior question: how can we best secure and main- 
tain an adequate system of nation-wide transportation? 
While it may be more than doubtful whether this goal, 
at present at least, can be as effectively secured by gov- 
ernment agency as by private agency, it is more im- 
portant to have an adequate and efficient transporta- 
tion machine than to have either a publicly owned or a 
privately owned transportation machine. If govern- 
ment ownership and operation eventually supersede the 
present system, the problems of railroading — opera- 
tion, efficiency, rates, and the providing and allocating 
of money for betterments — will be just as pressing and 
difficult; probably far more pressing and difficult than 
current transportation problems. There is no magic in 
vesting the title to a machine in the body politic. The 
laws of physical nature will not be altered a whit, and 
those of economics far less than many people imagine. 

But if the query of the layman be disallowed pro- 
visionally on the ground that it is inopportune, the 
plaint of the railroad defeatist must be condemned out- 
right on the ground that it is misleading. Railroad rev- 
enue depends not alone on rates, but on rates multi- 
plied into the volume of traffic. It is the just boast of 
our railroad men that in the past they not only have 
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provided transportation for the traffic which they have 
found existing, but have actually created traffic which 
but for them and their missionary rates would never 
have existed. There is no provision of law which pro- 
hibits them from persisting in their creative activity. 
And if they reply that there is no longer an incentive to 
create traffic when rates thereon will be reduced so as 
to eliminate the profit, I venture to quote this single 
sentence from page 46 of volume 68 of The Railway Age, 
—certainly not an unfriendly witness: ‘‘The largest 
return on their book cost the railways as a whole ever 
earned in five consecutive years was in the years 1906 to 
1910, inclusive (these were the first five years after the 
Commission had power to fix maximum rates) and 
amounted to 5.41 per cent.’’ The truth is that where 
Commission-made rates have cost them thousands, vol- 
untary rate reductions under cut-throat competition 
have cost them their tens of thousands. As for the 
Government-fixed pay-roll, it is doubtful whether it can 
be long either greatly above or greatly below what sim- 
ilar tasks are bringing in the general labor market. The 
recent voluntary concessions of wage increases by the 
most powerful trunk linesare highly significant. Thereal 
truth of the matter is that there are literally thousands 
of transportation problems and situations which daily 
challenge the ingenuity of railroad men for an economic 
solution. The layout and operation of terminals, the 
problem of the motor-truck and store-door delivery, the 
purchase of supplies, the standardization of appliances, 
and the whole task of shop organization and manage- 
ment offer adventures as inviting and as difficult as any 
they have ever essayed. Incidentally, none of these 
problems would be solved— they would, rather, be 
complicated — by government ownership. But instead 
of lamenting like a latter-day Alexander that because of 
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governmental regulation there are no more worlds for 
them to conquer, they should remember Stevenson’s 
verses for children: 


The world is so full of a number of things, 
I’m sure we should all be as happy as kings. 


Instead, therefore, of attempting directly to answer 
these questions, respectively, of terror and despair, to 
which allusion has been made, they may be passed by 
for the moment, but with this suggestion — whatever 
the eventual relation of the government to the railroads, 
the work that is cut out for the transportation man in 
the immediate present is of quite a different character. 
The problems that must initially be solved are such as 
the following. First, how is the public’s obligation to 
railroads to be measured in respect of the property 
which the railroads put at the public’s service? Are the 
railroads entitled to a return only on its original cost, or 
on its present cost of duplication, or on some other basis 
as yet undisclosed? Second, as the railroads are now re- 
quired to surrender one half of their excess earnings, can 
they attract sufficient new capital to enlarge their plant 
to serve the public, unless their minimum earnings are 
legally guaranteed? Upon these preliminary issues will 
hang in large part the determination of the question 
of government ownership. A forecast of the future of 
American railroads can hardly escape treating of this 
matter — of the government’s eventual relation to the 
railroads. But the suggestion may be made that other 
aspects may with propriety be treated first. It may be 
that government ownership, if it comes, will prove differ- 
ent in character, and of less revolutionary importance 
than we now commonly suppose. 

If, a generation hence, say in 1954, there could emerge 
from the shades some of the railroad kings who in the 
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last decade have passed on, what would be the most im- 
portant changes in the transportation system of 1954 
that would engage their interest? It may be surmised 
with some degree of assurance that they would be 
struck with changes in the following order: first, changes 
in the technique of the apparatus of transport; second, 
changes in terminals, their operation and codérdination 
with ancillary means of transportation; third, line con- 
solidation; and fourth, changes in the make-up of 
ownership and control. 


I. TRANSPORTATION TECHNIQUE 


It has become a proverb that in transportation tech- 
nique there is no such word as finality. But it has not 
been sufficiently recognized that, until within a century, 
progress in transportation has been slower than in al- 
most any of the arts of comparable importance. Oliver 
Cromwell depended on virtually the same transporta- 
tion appliances as Julius Cesar. With the single excep- 
tion of the mariner’s compass, the art of transportation, 
so far as any revolutionary improvement in apparatus is 
concerned, was virtually static for the two thousand 
years preceding the eighteenth century. Indeed, so far 
as the ordinary highway is concerned, it is nearer the 
truth to say that after the decline of the Roman Empire 
and the gradual break-up of its military roads there was 
almost a universal retrogression in the physical appa- 
ratus of transport throughout the world. 

Prior to the advent of the steam railway about a cen- 
tury ago the largest generalization as to land transpor- 
tation that we can hazard is that for two centuries on 
this continent, and for at least twelve centuries in Eng- 
land, the governmental authorities had made a con- 
tinuous, colossal, and complete failure in practically 
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everything connected with the building, maintenance, 
repair, and extension of public highways. Intercom- 
munication between town and country in England 
practically ceased in winter, because of the impassable 
conditions of the common roads; and city prices of pro- 
visions, except as tempered by water-borne supplies, 
weré those of a beleaguered city. The truth of this pro- 
position is borne out by practically all converging lines 
of contemporary history. For the eighteenth century 
in England, Defoe and Arthur Young speak eloquently. 
For the condition of highway travel in this country in 
the early part of the last century, Miss Martineau is a 
competent witness. 

Perhaps one of the most absurd fictions that has ever 
gained currency is that the operation of all highways is 
to be regarded as a natural and necessary function of 
the State, because of the implied assumption that, in 
this field of administration at least, collective action has 
been admittedly efficient. The truth of the matter is 
that until toll-pike-trust roads were built in England, 
and in this country as well, there were no decently pas- 
sable public thoroughfares; and that until McAdam and 
Telford, about the beginning of the nineteenth century, 
disclosed a practical method of road-building, there had 
been no scientific highway construction in England 
since the departure of the Roman legions. To claim for 
governments a presumptive title to operate railroads be- 
cause railroads are only a specialized type of public 
highway, and because governments have always suc- 
cessfully provided adequate highways, has— in the 
light of governments’ age-long failure with highways — 
about the same compelling force as would the suggestion 
that the man cited in the parable be made king over 
ten cities because he had been unfaithful in that which 
was least. Even the 400,000 miles of hard-surfaced roads 
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which we have suddenly built in this country represent 
essentially the belated but enforced compliance of pub- 
lic road-building authorities with the people’s demand 
that they be given a roadway commensurate with the 
traveling capacity of the Ford car and the motor-truck. 

To predict even approximately the technical ways in 
which the physical apparatus of transportation will be 
transformed within a generation is, of course, impos- 
sible. If one might guess the future from the bafflingly 
rapid changes of the past two decades, the formula for 
forecast would be: “Outline your most extravagant 
imagination and then multiply it ten-fold.” Mother 
Shipton’s prophecy that ‘‘carriages without horses shall 
run” has been made to appear a very tame bit of divi- 
nation by the everyday performance of the internal- 
combustion engine; and Darius Green’s immortal query 
has been transformed by the Wright brothers from the 
absurd speculation of the village half-wit to the rational 
impulse of the art and science of Aeronautics. 

But if specific changes in technique are beyond our 
purview, the objects or ends which they will subserve 
are less difficult to name. It may be conjectured with 
some considerable assurance that they will effect, first, 
an economical differentiation of service; second, a co- 
ordination of service as between the primary and ancil- 
lary instruments of transport; and third, fundamental 
changes in centralizing the generation of power. 

The economical differentiation of service is the ad- 
aptation of transportation appliances to the relative 
magnitude or volume of service required in different 
localities. The standardization of the railways at the 
English colliery gauge of 4 feet 84 inches was of enor- 
mous benefit in making cars or wagons interchangeable 
over different but connecting railway lines, and in 
avoiding the transfer of lading at junctions. But the 
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standardization of gauge was doubtless influential in 
promoting a standardization of power and service over 
branch lines of light traffic quite similar to the power 
and service on the main or trunk lines. This is very gen- 
erally recognized as poor economy where there is a mul- 
titude of short branch lines of light traffic; and railroads 
are already making various attempts to substitute a less 
extravagant operation. The railroad motor-car is al- 
ready found on 111 lines, and runs over a mileage of 
more than 7000 miles. The capital cost of this equip- 
ment is estimated at from a third to a fourth of the al- 
ternative steam-train investment. The doing away 
with water, coal, and roundhouse facilities and the 
lower maintenance-of-way costs will augment the other 
economies. But the whole thing is as yet in an experi- 
mental stage. It does not touch the costly use of the 
ordinary freight car for handling L. C. L. or package 
freight within terminal areas. Clearly the réle of the 
motor-truck is only imperfectly realized, and its even- 
tual substitution over certain branches now operated 
by steam, involving the abandonment of way-freight 
steam service on many short lines and even the aban- 
donment of certain short rail lines themselves, is em- 
braced in this process of the differentiation of transport 
appliances so as suitably to afford the specific service 
required. 

The mention of the motor-truck and its possibilities 
has anticipated the second of the goals toward which 
changing technique is tending, to wit, the codrdination 
of service between the primary and the ancillary instru- 
ments of transport. At the close of 1922 there were 
registered over 1,375,000 motor-trucks. This is about 
half the total number of freight cars in the United 
States. The original cost of the motor-trucks may be 
calculated to equal or exceed that of our entire freight- 
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car equipment. Just what the eventual utilization of 
the motor-truck will be, partly in supplementing and 
partly in supplanting steam-railroad freight transporta- 
tion, it is too early to say. It seems reasonably certain, 
however, that pick-up and delivery service such as ex- 
press companies now render will be widely extended by 
motor-trucks to care for the bulk of all L. C. L. or pack- 
age freight. The important bearing of this on railway 
terminals will be discussed hereafter. The motor-truck 
promises eventually to supplant the freight car in trap- 
car service, in the interchange of package freight be- 
tween railroads in a given locality, and in many intra- 
terminal movements. The truck will probably effect 
store-door delivery even of certain kinds of carload 
freight now delivered on public team tracks. 

Besides supplementing the costly service now ren- 
dered by the freight car, the motor-truck is bound to 
supplant within a given radius and on certain traffic the 
freight-car transportation of package freight. Just what 
this radius will eventually be cannot be predicted with 
nicety. The first Connecticut motor-truck survey shows 
an average truck haul of about 48 miles. The greater 
part of this traffic is L. C. L. freight, and over half of it 
is clearly non-competitive, or traffic which would in no 
case move by rail. The result of this complementary 
service may well prove to be of financial advantage to 
the steam roads. Perhaps no part of their business is so 
unremunerative as short-haul class traffic. On the other 
hand, the motor-truck does not threaten seriously to 
trench upon traffic in solid car lots. The steam carriers 
may come to working arrangements with the trucking 
companies, or they may undertake a supplemental truck 
service of their own, as the Pennsylvania is now said 
to be doing in the movement of L. C. L. freight, as, for 
example, between Philadelphia and Wilmington, Dela- 
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ware. The saving realized in taking off a number of 
local way freight trains is considerable. The eventual 
coérdination of the steam railroad and the motor-truck 
is certain. 

Between the steam roads and the electric lines, espe- 
cially the interurbans, freight interchange is now com- 
mon; and the closer interlocking of the three different 
instrumentalities of transport is clearly inevitable. 

It is impossible to tie into the picture the similar co- 
ordination of water and air transport with carriage by 
land. Joint through rail-and-water routes and rates 
exist already between the government barge line on the 
Mississippi and Warrior rivers and connecting rail car- 
riers. It seems probable that canals, except where con- 
necting long stretches of navigable waters, such as the 
Soo or the Panama Canal, are destined to play a minor 
réle in the future of transportation; and even canalized 
rivers, not excepting the Mississippi, will hardly regain 
a tenth of their earlier relative importance. Port de- 
velopment on the other hand and its coérdination with 
other transportation agencies promise almost unlimited 
expansion and improvement. 

It would be a rash man who would venture even to 
guess what part the aeroplane may assume in the future 
of transportation. Over a score of regularly operated 
air routes, of which four have at least one terminal in 
the United States, are already in existence. The hydro- 
aeroplane promises to solve some of the problems of 
air terminals, when operated in connection with an ancil- 
lary barge service. The companies operating daily 
from London to Paris call for the passenger and his bag- 
gage by taxi at his hotel, and after the flight transfer 
him from the landing field to his Paris destination by 
taxi. 

Reference was made to changes in technique result- 
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ing from the centralized generation of power in the 
vicinity of coal deposits and its electrical transmission. 
It seems certain that bituminous coal will remain for 
centuries the main source of power required for trans- 
portation and for industry in general. If all available 
water-power were harnessed, it could at best only sup- 
plement the far greater aggregate necessarily to be de- 
rived from coal. The difficulties of power generation 
near coal deposits are partly due to the absence of water 
in sufficient quantity in the vicinity of coal ranges, and 
partly, of course, to the staggering capital cost of elec- 
tric installation and transmission. Should it eventually 
come, however, the revolutionary effect on transporta- 
tion can be faintly conjectured from the fact that coal 
at present constitutes perhaps a third of the total freight 
carried. Complete super-power installation would aug- 
ment the carrying capacity of the roads by 50 per cent. 
It seems clear, however, that electrification of addi- 
tional mileage will progressively develop, and that both 
on stretches of the main line, as on the Milwaukee and 
the Virginian, and in terminal areas, as in Chicago on 
the Illinois Central, electric operation will be continu- 
ally extended. 


II. TERMINALS 


The reason for treating terminals as distinct from 
other phases of changing apparatus is that the trans- 
formation of terminals and their operation will most 
intimately affect the inter-relationship of roads to each 
other and of the public to all railroads. In one sense the 
heart of the railroad question is found in the terminal 
situation. The true character of a carrier’s terminals in 
a great city, for example, is but faintly imaged by the. 
imposing front of the passenger station, rising, as one 
describes it, ‘‘in the superior arrogance of white marble 
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from an open square.”’ The true inwardness of the 
terminal is better gathered from the prosaic fact that 
yard tracks and side tracks in the aggregate comprise 
over 84,500 miles in length, or just one quarter of the 
entire steel roadway, and that the switching mileage of 
some roads is as high as 40 per cent of the entire revenue 
train-miles run. These terminal ganglia connected by 
the main running track between stations are the seat of 
the greater part of our railroad operating difficulties. 
Undigested transportation here has its principal lodg- 
ment. The diary of the average freight car, if written, 
would indicate that but about one tenth of its life is 
spent in moving over the railroad line. The other nine 
tenths are spent in terminals, yards, and shops. Indeed, 
the word car is a misnomer. The thing is essentially a 
storehouse on wheels. A passage from the recent Report 
of the Special Committee (No. IV) appointed by the 
Chamber of Commerce of the United States reads as 
follows: 


The congestion of transportation today centers around the ter- 
minals of our great cities, and it is at these terminals that the railroads 
find the greatest difficulty in keeping pace with the public need. 
With hardly an exception the main tracks of our railroads have 
sufficient capacity for the movement of more freight than can be 
offered to them. 


The availability of the motor-truck to minimize the 
congestion of freight houses in the pick-up and delivery 
of package freight has already been referred to. No less 
essential is the substitution of motor-truck service, as 
already indicated, for trap- or ferry-car movements, and 
for the interchange of L. C. L. freight between carriers, 
as well as for various extravagantly costly intra-terminal 
movements. 

Nowhere is the American public likely to pay a 
heavier bill than that for the transformation of separate 
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and closed railway terminals into open terminals under 
unitary operation and control. It might be added that, 
however heavy the bill, it is one whose justice the public 
cannot fairly dispute. Law and public policy have 
treated a railway’s terminals as its most sacred posses- 
sion. When carriers were required by law to join in 
affording ‘‘all reasonable, proper, and equal facilities for 
the interchange of traffic between their respective lines,’’ 
they were, until 1920, expressly exempted from giving 
the use of their “tracks or terminal facilities to another 
carrier engaged in like business.’’ The Transportation 
Act of 1920 allows the Interstate Commerce Commis- 
sion to require the common use of terminals, but pro- 
vides that the compensation ‘‘be ascertained on the 
principle controlling compensation in condemnation 
proceedings.’’ This, of itself, is a powerful deterrent to a 
carrier inadequately provided with terminal facilities 
from seeking entry into a competitor’s terminals. It has 
thus come about that a railroad to whose rails a partic- 
ular establishment is attached by an industrial siding 
has a prior lien, as it were, upon that establishment’s in- 
bound freight. There may be another railroad with 
terminals in the same place, but the car-movement 
charges to its rails on competitive traffic are often pro- 
hibitive. As said above, we have encouraged railroads 
to do this very thing, to attach to their own terminal 
antennz as many industries as possible; and the carriers 
have spent vast sums thus to fasten themselves pref- 
erentially upon alluring traffic. We cannot either by 
law or in common fairness now declare that the terminal 
“‘realm shall bé in common,” and amalgamate all ter- 
minals in the same vicinity by imposing only a nominal 
switching charge. 

The eventual terminal consolidation under unitary 
control is, however, seemingly inevitable. What the 
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type of terminal unification will be is not certain. There 
may emerge several types. We may see a terminal or- 
ganization something like that at St. Louis, where a 
terminal company is owned by the several carrier ten- 
ants which converge upon that railroad center. Or we 
may see an independent terminal organization acting for 
all carriers whose lines radiate from a given terminal 
area. Or, as is now partly the case at New Orleans, and 
as is apparently projected by the bi-state Port of New 
York Authority, we may see the municipality form, or 
even administer, a codrdinated terminal network which 
unites the rail and water links of transport. Or there 
may be some arrangement for the reciprocal absorption 
of all switching charges, such as prevails on carload 
traffic at Chicago under the Lowrey tariff, except for 
coal and grain. 

But whether joint or independent terminal operation 
replaces the present system of separate terminals, or 
whether the terminal administration is corporate or 
governmental, unitary control and operation involving 
the displacement of preferential domination over line- 
haul routing are certain to come; and along with the co- 
ordination of motor-truck and electric-line service, are 
likely to abate terminal congestion, and radically to 
limit terminal costs. So far-reaching will be this trans- 
formation of the terminal organization that it is likely 
to affect vitally the eventual character of the entire 
transportation system. Many of the competitive in- 
ducements to allure traffic which certain carriers can 
now offer in the way of superior terminal service will 
radically alter. On the other hand, the premium on su- 
perior performance in the way of the line haul will be 
enhanced. The improvement which should result in 
lessening terminal delays, in converting a freight car 
from a storage van to a moving vehicle, in expediting 
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deliveries, and all at a lowered cost, should go far to 
allay dissatisfaction with both rates and service, and 
appreciably militate against the movement for govern- 
ment ownership and operation. 


III. ConsoiipaTIons 


The future of American railroads will be shaped, not 
only by changes in the technique of transport and by the 
reorganization of terminals in the interest of imperative 
economies, but also by some kind of effective contriv- 
ance for accommodating the control of transportation 
to the legitimate demands of public opinion. By this is 
meant that authoritative contacts will be requisite as 
between railroad managements, the shipping public, 
and railroad employees, so that understandings may be 
readily arrived at and responsibility definitely lodged for 
the character and continuity of the service. It is upon 
this latter necessity that we may postulate, in the ab- 
sence of government ownership, the eventual proba- 
bility of extensive consolidations. It is frankly doubtful 
whether in the near future we shall see numerous con- 
solidations under the present law. The promulgation of 
the definitive plan of consolidation by the Commission 
is still in the future. The requirement that the par 
value of the securities of any consolidated system 
formed under the definitive plan ‘‘shall not exceed the 
value of the consolidated properties as determined by 
the Commission” ? may long defer the consummation 
of consolidation. Until final values have been fixed 
upon the various properties — and this looks down a 
long vista of probable litigation — one of the bases for 
bargaining between the present owners of separate cor- 
porate properties is an unknown factor. It may be that 
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there will be one or two authorized consolidation pro- 
jects so agreeable to the interests mutually involved 
that they will hasten to reorganize thereunder, even tho 
they leave in provisional abeyance the distribution of 
the new corporate securities among themselves. But 
these cases will be few and far between. 

That consolidated systems will not speedily emerge 
under the present law is not wholly a ground for regret. 
Under the present recapture clause, whereby the earn- 
ings of any existing carrier in excess of 6 per cent upon 
the value of its property must be shared, equally, with 
the government, an unfair club is put in the hands of a 
weak line with which to bargain upon its nuisance value 
in consolidating with a stronger line — and this irre- 
spective of the cause of the weakness of the weak line, 
whether traceable to unwise location, inefficient man- 
agement, inadequate divisions of joint rates, or reckless 
capitalization. Moreover, apart from the consumma- 
tion of technical consolidations as contemplated by the 
law, it is still possible under the present act to effect 
natural groupings of carriers by one carrier’s securing 
control of other carriers by lease, by purchase of their 
stocks, or in any other manner short of technical con- 
solidation. Even actual consolidation in certain in- 
stances, where possible under state laws, may be ef- 
fected, tho the approval of the resultant securities would 
seem to be reposed in the Federal Commission. 

It is doubtful whether there has as yet been an intelli- 
gent reaction of public opinion upon the Transportation 
Act’s plan for consolidation. The referendum of the 
Chambers of Commerce has, it is true, been emphati- 
cally in its favor. But public opinion, especially west of 
the Mississippi River, is strongly adverse; and the civic 
spirit of places like Kansas City and Omaha, which ap- 
prehend a diminution in their present importance as 
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railroad centers, has still to be placated. It is, however, 
a hopeful sign that the inhibitions of the anti-trust acts, 
in so far as they block wholesome railroad amalgama- 
tions, have been relaxed. 

The economies inherent in consolidation have been 
generally misunderstood. The reduction in the number 
of executive officials and in their salaries would, as Mr. 
Walker D. Hines has stated, be ‘‘a negligible percentage 
of operating expenses,’’ and, with the necessary regional 
autonomy under consolidation, would probably be nil. 
As Mr. Hines has admirably put it: 


The real economies which will come from consolidation will be far 
more important in scope and significance. The elimination of switch- 
ing, the standardization of materials, the concentration of purchases, 
the sending of traffic by shorter routes, the elimination of inter-line 
accounting, the greater ability to utilize shops and equipment on all 
parts of the system to the maximum extent, all constitute real and 
important elements of economy. 


He appropriately adds that freight cars will be ‘‘at 
home” over a far more extensive system mileage; and 
instead of being due for return, when once unloaded, to 
the owning line, as at present, will be available for sys- 
tem use without serious limitation, and can undergo re- 
pair without returning as now to the home shops of the 
particular car. Perhaps more than any other single fac- 
tor this would make for bettered service and substantial 
economy. 

A most essential public advantage, however, that 
consolidation promises is that the initiative in progres- 
sive railroad policy will not be blocked, as too frequently 
in the past, by a coalition of minor railroad manage- 
ments with a great variety of divergent regional or cor- 
porate interests, to the detriment of adequate transpor- 
tation. The problems of rate systematization and of 
regulation by public tribunals will be immensely facili- 
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tated by a radical reduction in the number of carrier 
organizations; and the invigoration of the present ré- 
gime of codperative counsels between railroad manage- 
ments and their patrons should certainly be promoted 
and extended under consolidation. Assuming, there- 
fore, that general railroad policy must be made accep- 
table to the public, by concentrating responsibility for 
its control in a few hands and by the adoption of the 
open-door policy as between the carrier systems and all 
those with whom they are in daily contact, consolida- 
tion seems to offer the key to the situation. It may 
come only after the prior reorganization of many weak 
lines. It may arrive by a route not charted by the Com- 
mission or by the present law, but it alone seems to offer 
the hostages of economy, concentrated responsibility, 
and publicity, without which corporate control will not 
permanently endure. 


IV. OwNERSHIP AND CONTROL 


It was suggested at the outset that the question of 
eventual government ownership and operation hinges 
primarily on the settlement of the valuation eventually 
to be put upon the carrier properties which are used in 

. the service of the public, and on the further question 
whether the carriers will be able, by reason of their earn- 
ings, to enlist, without a guaranty of minimum income, 
sufficient new capital to provide for necessary exten- 
sions and betterments. 

The first of these two problems is perhaps of less im- 
portance, for, whatever the valuation base, it is the pro- 
duct of the base by the rate of return thereon which is of 
vital moment. Fourteen and a quarter billions at 8 per 
cent, or sixteen and a half billions at 7 per cent, would 
yield practically the same revenue as twenty billions at 
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5% per cent. Whether, therefore, original cost, or what is 
sometimes rather facetiously termed ‘‘historical cost,”’ 
or in more dignified judicial parlance, from the superior 
wisdom of hindsight, “‘prudent investment,’ is made 
the final base of valuation, is less in point than the 
actual annual money return. Essentially, then, the 
question resolves itself into this— will present and 
prospective net railway income provide adequate in- 
ducement to attract the requisite new capital necessary 
to keep transportation provision abreast of growing 
transportation demand? The railroad performance of 
the calendar year just closed, both physical and finan- 
cial, should shed some light on this question. 

As to the actual transportation work accomplished in 
1923 there can be no difference of opinion. In the aggre- 
gate the carriers carried more freight than ever before in 
a single year, even overtopping the previous record year 
of 1920. There have been practically no car-shortages 
or embargos; the additions to equipment were the 
greatest known for a decade; the average car-miles per 
day have been increased; and the percentage of un- 
serviceable power and equipment has shown concur- 
rently a steady decline. There can be no gainsaying the 
fact of an unmistakable triumph in the year’s physical 
accomplishments. Recently, before the American Stat- 
istical Society, Mr. Aishton, president of the American 
Railway Association, made his auditors visualize the 
stupendous magnitude of the collective achievement by 
pointing out that an excess of 4,500,000 car loads over 
any previous year’s record had been moved — or the 
equivalent of an unbroken string of loaded freight cars 
which would stretch, if no waters intervened, from New 
York around the globe back to New York again, with 
enough additional cars to reach from New York to Bom- 
bay, India. And this was only the overplus over the 
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next best year’s performance. Certainly no one can 
cavil at the carriers’ gratulations over this astounding 
record. 

From the financial standpoint, both present and pro- 
spective, the outlook is far less reassuring. In the ag- 
gregate the carriers in 1923 will have earned on the 
average just about 5 per cent on the tentative value of 
their total property. This makes no allowance for the 
recapture of excess earnings from the more prosperous 
companies. As a return for a record performance this 
is not exorbitant, to say the least. But during the calen- 
dar year 1923, the carriers installed new property to the 
amount of over one billion dollars. Roughly, this was 
divided as between new equipment and other perma- 
nent betterments in the ratio of two to one. The equip- 
ment — cars and locomotives— was financed largely 
with equipment trusts, yielding about 5} or 5% per cent, 
but constituting a fixed charge on the carriers for both 
interest and sinking-fund payments. Moreover, most of 
these equipment trusts take out of the carrier’s treasury 
in cash practically one quarter of the first cost of the 
equipment. The other permanent betterments, so far as 
permanently financed, have practically all been effected 
with bonds many of which have sold near a 6 per cent 
basis. But the significant fact is that the new capital 
raised by the marketing of stock has been negligible. 
Evidently investors can be found who are willing, at a 
price, to lend money to roads; but new partners in the 
transportation enterprise are not forthcoming. The 
Transportation Act itself is partly responsible. The rule 
of rate-making and the recapture provision are prac- 
tically a renunciation of further reliance on speculative 
incentives to obtain new railroad capital. 

Look next at the yearly requirements of new capital. 
The Committee of the United States Chamber of Com- 
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merce, as the result of its questionnaire, puts the sum 
needed at $800,000,000 annually for the next decade. 
This does not include outlay for non-revenue-producing 
improvements such as the elimination of crossings at 
grade. It takes no account of maturities in this decade, 
when bonds bearing low rates of interest will have to be 
refunded with bonds yielding a notably higher rate of 
return. If we could anticipate with any hopefulness a 
subsidence in the average rate of interest on capital in 
the more or less immediate future, the enlistment of new 
money for railroad stocks on the basis of current earn- 
ings would be less discouraging. 

It may be said that the Commission may raise the 
fair rate of return in future. Without stopping to ana- 
lyze this possibility, it may be said that such action is 
an extremely remote contingency. 

Assuming present interest levels as likely to prove 
stable — at least for some time to come— and the 5} 
per cent as a fair return as unlikely to be disturbed, the 
prospect narrows to obtaining fresh capital in future, as 
it has this year been obtained and in the recent past, 
almost entirely by borrowing and by the issuance of 
securities which progressively augment fixed charges. 
This process is likely to continue for the immediate fu- 
ture. It is barely possible that heroic economizing by 
the carriers may extend the lease of life of this borrow- 
ing régime, tho much will depend on general commercial 
conditions and the concurrent volume of traffic. We 
shall eventually have to face the alternative of either 
strengthening the assurance that the fair rate of return 
shall be forthcoming, not only in years of favorable 
traffic conditions, but on the average, year in and year 
out, by leaving the rate level high enough in periods 
of carrier prosperity to make up for the deficiencies of 
past years below the fair rate of return; or of contenting 
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ourselves with an inadequate transportation machine. 
Even the much misunderstood guaranty of a mini- 
mum carrier income may eventually prove imperative. 
Either of these steps might stop short of aught but par- 
tial government ownership, but either will tend to dis- 
lodge the present system of control based on the com- 
mand of railroad stock. If an assurance were added to 
the law that the fair rate of return shall be forthcoming 
on the average, year in and year out, the shareholder’s 
risk would become largely one of deferred or irregular 
income, rather than one of income foregone altogether. 
And with an out-and-out guaranty of a minimum in- 
come, the shareholder’s risk would become so attenuated 
and the government’s right as guarantor would become 
so specific, that exclusive stock control could be success- 
fully challenged. 

It is true that the resourcefulness of corporate initia- 
tive, which has just scored such a commanding physical 
triumph, may circumvent the threatened extinction of 
control now lodged in the command of railroad stock. 
The local public utilities, especially the gas and electric 
industries, are said to have placed $300,000,000 of their 
new securities with their consumers during the past 
year. Such wide diffusion of holdings is apparently 
much more effectual than concentrated holding by sav- 
ings banks, trust companies, and insurance companies, 
to stem the tide of the movement for public ownership. 
It is conceivable that the railroads might in similar 
fashion take a leaf out of the public utilities book, altho 
they will be heavily handicapped by the recapture pro- 
vision of the present law. On the whole, and barring 
unforeseen contingencies, we may look eventually for a 
gradual loosening of stock control, as the outcome of 
some kind of direct or indirect guaranty of minimum 
income to the railroads and of some corresponding recog- 
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nition of partial public control through composite direc- 
torates. It would seem, on the whole, not unlikely that 
the control of carrier corporations will gradually and 
eventually pass to directorates on which the creditors or 
bond-holders as well as the nominal proprietors will be 
represented, and on which the public, in its threefold 
capacity as patron, employee, and tax-payer, may also 
have a place; and that a few great corporate instru- 
mentalities, whose essential ownership will vest, not 
necessarily in the government, or at least not mainly in 
the government, but predominantly in individuals, will 
continue to direct the transportation destinies of 
America. 


Winturop M. Danie ts. 
Yate UNIVERSITY. 








THE CASE FOR INDUSTRIAL DUALISM 


SUMMARY 


I. The change from handicraft to machine, 384. — II. The intensi- 
fication of capitalism, 386. — III. Strikes and the sterilization of capi- 
tal, 387. IV. Neither codperation nor socialism possible as a remedy, 
390. — V. Existing tendencies lead to capitalistic feudalism, 391. — 
VI. The alternative is industrial dualism, 393.— VII. Thus can democ- 
racy be maintained, capitalistic feudalism averted, 395. 


I 


THREE strands make the modern social question: the 
control of Natural Resources, Industrial Government, 
and the Réle of Capital. It is only the last that I treat 
here, but it is the biggest of the strands. 

The undiscerning always blame some element for the 
appalling rift which has opened in every modern society. 
Some blame labor agitators. ‘‘ Had they not gone about 
stirring up discontent among workmen, we should not 
have the social question.”” They forget that, in the 
eighteenth century, there were workingmen just as will- 
ing to make a living by agitation as anyone today; but 
the conditions then were not right. Why is it that in our 
time labor responds as never before to those who suggest 
that it must band together? Vain, too, is it to charge the 
rise of the social question to “‘greedy capitalists.’ Are 
capitalists today more greedy than those of the eight- 
eenth century? Never before did so many of them take 
a social point of view; yet the social question grows and 
will grow. 

To the man of science, no one is to blame for the rise 
of the social question unless it be the inventors of labor- 
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saving machines; and we must certainly acquit them of 
any intention of conjuring up the spectre. Economists 
and sociologists agree that the social question is a by- 
product — and inevitable— of our vast use of ma- 
chinery. Nobody is to blame. Nobody has put poison 
into our meat. In modern society, class relations are 
more and more strained, not because people are less just 
and kindly, but because the giant réle of capital in pro- 
duction creates classes whose interest clash. 

The handicraft stage, such as you see today in Chi- 
nese cities, prevailed among our forefathers until about 
the middle of the eighteenth century. Then came the 
introduction of machinery, and the spread of the factory 
system, first into the textile branches, and then on from 
industry to industry, until in the United States, where, 
on account of easy access to land, labor was scarcer and 
dearer than anywhere else in the world, the machine era 
first reached its climax. 

Mark how the going over from handicraft to machine 
production affects human relationships. In the little 
stalls which line the streets of Canton, each occupied by 
a worker in ivory, or blackwood, or lacquer, or silk, or 
brass, the worker owns the shop he works in, the tools he 
works with, and the material he works on. So, naturally, 
he owns the product, and the reward of his labor comes 
to him in the price he gets for that product. Here there 
is no room for strife between labor and capital. But 
look at modern industry. The worker works in another 
man’s factory, with another man’s machinery, on an- 
other man’s material, and under another man’s super- 
vision; and the product belongs to the other man, all 
the worker’s claims being liquidated in the wage he 
receives for his labor. Here is the root of that vast 
issue which has grown up in modern society and threat- 
ens to destroy it by internecine conflict. 
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II 


This has been explained a thousand times; but less 
familiar is the point I am now going to make. It is com- 
monly assumed that the industrial revolution is some- 
thing historical, something which in western Europe 
belongs to the period 1760-1870. On the contrary, it is 
going on, perhaps faster than ever; only now it takes the 
form, not of the replacement of hand tool by machine, 
but of the replacement of the simple machine by the 
more elaborate and costly machine. The right name for 
this is the intensification of capitalism, and its measure is 
the value of the capital used in association with the 
average worker in an industry. To this process we see 
no end, nor does anybody want it to end. We know that 
the capital factor is more prominent in production today 
than it was thirty years ago, and we hope that it will be 
more prominent thirty years hence than it is now. But 
for it we should not have the amazing plentifulness and 
cheapness of the output of machine production. Never- 
theless, it brings upon us tragic social difficulties which 
we cannot evade. 

In order to obtain a measure of the intensification of 
capitalism in American industry, I had a student of 
mine, Mr. Joseph Jantsch, compute the value of capital 
per worker in the principal branches for each census 
year since the United States Census Bureau began to 
publish the needful data. His findings are as follows: 
In the manufacture of agricultural implements the 
capital for each worker has risen from $495 in 1850 to 
$6764 in 1920; boots and shoes, from $122 to $2902; 
carpeting, from $623 to $5198; carriages and wagons, 
from $242 in 1840 to $4338 in 1920; cotton goods, in the 
same period, from $708 to $1979; woolen goods, from 
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$738 to $4987; paper, from $1004 to $7962; tanning and 
leather goods, from $601 to $9262; silk goods, from $356 
to $4123; iron and steel, from $669 to $7082. I shall not 
weary with the figures from the rest of the fifty-two 
branches; the changes are about the same as in the ten I 
have given. For American manufacturing as a whole 
the capital per worker has increased from $328 in 1840 
to $4901 in 1920, that is, about fifteenfold. Dividing the 
figures for each census year by the index number of 
prices for that year, it appears that, compared with 
1840, the value of the capital per worker by 1910 had 
grown to 83, and by 1920 it would have been at least 93 
had manufacturers marked up the value of their invest- 
ment to correspond with the general rise in prices. 


III 


It is perfectly safe, then, to assume that the invested 
capital per worker today is at least ten times as great as 
it was a century ago. Let us see how this growth affects 
the relations between employers and employees. Sup- 
pose that a century ago, when a cotton-mill operator 
quit his loom in the evening, the mill-owner began losing 
the interest on $200 until the loom started next morn- 
ing. Then it will be $2000 the use of which the mill- 
owner is now losing. If he grants shorter hours, without 
doubling shifts, he is ten times as hard hit as a century 
earlier. Here you have the real root of the otherwise in- 
explicable resistance of industrialists to granting the 
shorter working. day; also one root of the tendency 
toward continuous (day and night, seven-day week) 
operation. Every economist knows that it was only the 
war which gave labor its chance to win the eight-hour 
working day over half the field of industry. 
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A century ago a striker cost the mill-owner the use of 
$200 so long as the strike was in force. Now the striker 
costs him the use of $2000. There are industries in 
which a tie-up sterilizes $35,000 per striker. Naturally, 
the faster a man is losing money, the more he is tempted 
to resort to desperate measures. The capitalist goes 
further than the capitalist of two generations ago in 
hiring labor spies and gun-men, in secretly controlling 
the local government or the state government in order 
to be able quickly to inject police or militia into the sit- 
uation. It is not that he is a worse man than his pred- 
ecessor. He is, in fact, generally a broader, better 
man, but he is in a more trying situation. On the other 
hand, the workingmen understand quite well that capi- 
talists resort to drastic measures in order to head off or 
break a strike; so they, too, go to the limit in their meas- 
ures to prevent their strike being broken. The result is 
that both parties are more willing to trample upon 
morality and violate the law in order to avoid defeat. 
Altho the parties involved are not worse men, their con- 
duct during their disputes is more of a menace to so- 
ciety. 

Here is the reason why strikes in such branches of in- 
dustry as railroads, shipping, docks, telegraphs, tele- 
phones, and steel, in which the average striker sterilizes 
from $10,000 to $30,000, are generally attended with 
much more law-breaking and violence than mill strikes, 
in which the average striker sterilizes from $2000 to 
$8000. 

The striker suffers no more now by being jobless than 
he did a century ago; but the boss loses money ten times 
as fast. Constantly the strike becomes a more deadly 
weapon and the workers know it. Hence their increasing 
resort to the strike. Before 1835 we know of only 
twenty-four strikes in American industry. From 1835 
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to 1880 there is record of 300. In the twenty-five years 
from 1880 to 1905 there were 38,303 strikes and lockouts 
lasting more than a day. In the next fifteen years about 
the same number occurred. The record then for a cen- 
tury is one of more strikes, more fiercely fought, and 
attended by more lawlessness. Both parties are in the 
grasp of relentless forces which oblige them to behave 
as they do. 

About 1890 the court injunction began to be used to 
defeat strikes. Between 1898 and 1908 not less than one 
thousand injunctions of this type were granted. Some 
of them went so far as to restrain unions from distribut- 
ing food to the strikers. The injunction issued on behalf 
of the Buck Stove and Range Company forbade not 
only officials of the American Federation of Labor, but 
also officers of affiliated unions, either as officials or as 
individuals, from directly or indirectly alluding to the 
fact that the said company had ever been in any con- 
troversy with labor. Would such an extraordinary ex- 
pansion of the judicial power have taken place but for 
the fact that the mass of capital dependent on the 
striker had become so great that the strike could be rep- 
resented as sterilizing property of great public impor- 
tance and causing society dire economic loss? In 1890 
America was 5} times as capitalistic as in 1840, and in 
1910, 8} times as capitalistic. But for the check im- 
posed by manhood suffrage the strike by now would 
have been utterly outlawed by the courts. 

The extent to which the employer will go to prevent 
his increasing capital per laborer from being suddenly 
made unproductive is shown by his growing demand 
for strike-breakers. No other country has so many 
big strike-breaking companies as the United States. 
Single companies are said to have tens of thousands of 
men on their pay-rolls. For the same reason the use of 
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labor spies has become very common among employers, 
altho we have no knowledge of how many such spies 
there are. 


IV 


Altho the mass of industrial capital is growing faster 
than population and faster than production, there need 
not be a distinct capitalist class in case the capital used 
in an establishment is furnished by those who work in it. 
This is producers’ coéperation. About once in a genera- 
tion there is a furore over the possibility of solving the 
social enigma by the workers in a concern becoming col- 
lectively employers of themselves. In this country there 
was a wave of faith in producers’ coéperation a century 
ago, again in the fifties, again in the eighties; and it is 
coming up now. It seems as if each generation were 
taken in by this “‘solution.” Yet now, after a century’s 
pleading, does a thousandth part of our manufactures 
come from a coéperative factory? The reader will not 
fail to distinguish between this form of codperation and 
distributive codperation, which has demonstrated great 
possibilities. 

Is there any other alternative to the ownership of 
capital by a capitalist class? The socialists say: ‘Yes, 
we offer a perfect remedy for this difficulty. Let all the 
capital in industries of social significance be owned by 
society collectively; that is, substitute public capitalism 
for private capitalism.” 

Well, this was tried in Russia — under the worst pos- 
sible conditions, it is true, but still tried. At one time 
the Supreme Economic Council was in charge of 4400 
nationalized industrial enterprises. This Council was 
organized into 53 boards, each looking after all the estab- 
lishments in Russia producing a certain thing. One 
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board would look after all the soap factories, another 
after all the candle factories, another after all the cotton 
mills, and so on. There is not the least sign of success in 
these nationalized establishments. On the contrary, 
their failure to produce was so egregious that the social- 
ist masters of Russia had to recede from this policy and 
reopen the field to private enterprise. 


Vv 


Suppose, then, we reject socialism and keep on with 
private capitalism. How shall we come out? The statis- 
ticians of the Bureau of Economic Research compute 
that, in 1910, 28 per cent of the values produced in the 
field of our manufactures went for the use of capital and 
72 per cent went for some form of service. Now, since 
the capital used alongside labor becomes ever more 
copious and massive, it is to be expected that eventually 
a larger share will go to capitalists. Let us cast our 
thoughts forward a little along the line on which we are 
advancing. 

Imagine a manufacturing concern which in 1910 re- 
presented $280,000 of genuine investment and employed 
72 persons. Such a ratio of workers to capital is found 
in thousands of mills. Suppose that, after deducting 
taxes, insurance, wear and tear, depreciation, and the 
cost of materials, there is $100,000 of value produced. 
If capital got $28,000, that is, at the rate of 10 per cent 
per annum, and labor got the rest, that is, $72,000, or 
$1000 apiece, the sharing would conform to what was 
typical then in the manufacturing field. 

In 1940 a concern in the same line which has a value 
product of $100,000 annually will have a bigger capital 
and a smaller labor force. Suppose the capital is now 
$400,000, while the laborers are 60 instead of 72. If 
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capital and labor receive each the same return per unit 
as in 1910, the earnings will be divided $40,000 to capi- 
tal and $60,000 to labor; 40 to 60, instead of 28 to 72, as 
in 1910. The change in ratio of sharing is not due to 
labor-skinning, but to the fact that machinery counts 
for more in the productive process. 

Let the industry continue on the same line, and by 
1970 perhaps the mass of capital in a concern with an 
annual value product of $100,000 will bulk $500,000, 
while the number of employees will be 50. That is $10,- 
000 of capita! to an employee, which is the ratio in the 
milk condenseries, the slaughter-houses, and thefactories 
making farm implements, in Wisconsin. The division of 
the value product would then be 50-50, each worker 
and each unit of capital getting the same as in 1910. It 
is not unlikely that by the year 2000 — and no doubt a 
tenth of the babies born this year will live to see the 
year 2000 — the capital of a concern turning out $100,- 
000 of value a year might be $600,000 and the number 
of employees 40, so that the ratio of sharing might be 60 
to 40. In other words, it is not at all fantastic to suppose 
that in the year 2000, in the manufacturing field, capital, 
compensated at no higher rate than in 1910, might 
nevertheless absorb 60 per cent of the value product. 

Consider the social implications of such an outcome. 
Of this 60 per cent perhaps 10 per cent might be paid to 
persons in receipt of wages or salaries, that is, productive 
people. The other five sixths would go to persons who 
were primarily capitalists, that is, more than half of 
their income would come to them as earnings of their 
capital. They would feel themselves members of the 
capitalist class and would behave accordingly. Can we 
imagine that a society in which half the wealth pro- 
duced in industry went to capitalists would be in any 
sense a democratic society? The capitalist class would 
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have such enormous resources to dispose of that it could 
control secretly every important channel of publicity, 
guard every avenue by which ideas reach the voter’s 
mind. Almost from the cradle the opinions of the voter 
would be moulded into uncritical acceptance of the 
principles underlying this private capitalism. The forms 
of political democracy might be retained, but the whole 
thing would be a sham. The reality would be capital- 
istic feudalism. 


VI 


There is no avoiding this sinister outcome save by 
rational division of the industrial field between private 
capitalism and public capitalism. Let me call this in- 
dustrial dualism. The basis for such a rational division is 
afforded by the fact that branches of industry differ 
greatly in their degree of capitalism. In one branch the 
worker coéperates with $1000 worth of capital; in an- 
other with $5000; in a third with $25.000. In the first 
perhaps three cents of the consumer’s dollar goes for the 
hire of capital; in the second, say fifteen cents; in the 
third, possibly seventy-five cents. In the third case it 
may be twenty-five times as important to lift from the 
consumer the burden of capital charge as in the first 
case. 

For the lifting of this burden is precisely what public 
capitalism should aim to do. A private water company 
brought mountain water to a certain western city 
through a tunnel which cost $4,000,000 to bore. Now, 
indefinitely into the future water-users will have to pay 
one fourth of a million dollars a year as recompense for 
the ‘‘use” of this hole in the rock. After a thousand 
years, when they will have paid a quarter of a billion 
dollars, they will be no nearer being rid of it than they 
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are today. But if the municipality should take over the 
water supply, it would issue twenty-year water bonds, 
charge the users a little more for the next twenty years, 
during which time the bonds would be retired, and 
thenceforth no account would be taken of the cost of 
that tunnel. It would be amortized — dead, buried and 
forgotten, just as we forget the cuts and fills which 
made possible our present highways. 

If we should allow private capitalists to provide our 
post-office buildings, then a part of the charge for a 
stamp would go for interest on this capital and another 
part to replace the building when it decays. As it is, 
Uncle Sam builds his post-office buildings, and our 
stamps contain no charge for the use of the capital they 
represent. 

Were we for private capitalism throughout, the 
public would be paying interest on all the capital it has 
to use: on the city hall and the capitol; on the jail, the 
hospital, and the school buildings; on parks, boulevards, 
and piers; on breakwaters, lighthouses, and jetties; on 
libraries, state universities, and public forests. If it is 
wise to own these in order to avoid a perpetual charge, 
why may it not be wise to own a traction system, a 
power-development plant, or a coal mine, in order to 
avoid perpetual tribute to the private capitalist? If the 
slogans ‘‘Why pay rent?” and ‘‘Own your own home” 
are sound for the individual, why not for the community? 

The enterprises suited to public capitalism are those 
in which the capital factor is prominent and assumes 
rather permanent forms; whose product is in the nature 
of a public necessity; and whose capital charge takes a 
serious part of the consumer’s dollar. On this principle 
manufacturing would constitute a field in which private 
capital and private enterprise might disport itself indefi- 
nitely. The type of concern to be considered for public 
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ownership would be one in which the capital per worker 
ran above $15,000; it would rarely be other than a 
“public utility.” 

In order to lift the charge for capital from the con- 
sumer’s back, public operation is not essential. We can 
imagine a power-development enterprise in which the 
public supplies the capital represented by the dam, the 
transmission line, the good farms which have become 
reservoir bottom. If, fearful lest the concern become 
the prey of politics, the state should lease it for a term of 
years to a private company, it would take its pay not in 
money rental but in a low price of current to consumers. 
By this means the consumers would be relieved of the 
heavy capital charge which would rest upon them in 
case the site, dam, and transmission lines were private 
capital. 


VII 


Conceive of a nation’s industry as a lake deep in the 
middle and shoaling toward the margin. What this 
lake contains is production capital. Its depth varies 
with the degree of capitalism in an industry, that is, the 
volume of capital per worker. In its deepest parts the 
columns of capital are tall— perhaps $35,000 per 
worker, as in a power plant. Off near the shore you will 
get industries in which hardly any production capital is 
used — for example, the manufacture of trout flies. In 
the shallower parts of the lake there is nothing to be 
gained by the substitution of public capitalism for pri- 
vate capitalism. Only from five to fifteen cents of the 
consumer’s dollar go to pay earnings on capital, and the 
mistakes of public capitalism might easily offset this, so 
that the consumer would have no benefit from not hav- 
ing to pay rental for capital. In the deeper parts of the 
lake from thirty to sixty cents of the consumer’s dollar 
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go for the hire of private capital, and it would be a great 
boon to him to amortize this capital and be rid of the 
annual charge. Here is a proper field for the extension of 
public capitalism. Of course, only experience will show 
how far into the less deep parts of the lake it is advan- 
tageous to carry this policy. 

By the step-by-step extension of public ownership we 
avoid the rash plunge which Russia took. We are at 
liberty to mark the results of each step taken, and pause 
if it appears that we are moving too fast or in the wrong 
direction. Should we finally extend public ownership 
over that portion of the industrial field which is most 
capitalistic, leaving entirely to private enterprise that 
portion of the field which is less capitalistic, we may 
come to the year 2000 a.p. with a capitalist class rela- 
tively no larger or richer or more dominating than we 
have today. Thus, by advancing along the path of 
public ownership, it may be possible to avert the deca- 
dence of democracy and the development of a capital- 
istic feudalism, without abandoning private capitalism 
and plunging into the bogs and thickets of socialism. 


Epwarp ALSwoRTH Ross. 
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FINANCIAL AND MONETARY POLICY OF 
GREAT BRITAIN DURING THE 
NAPOLEONIC WARS 


II. Ricarpo AND THE BULLION REPORT 


SUMMARY 


The circumstances attending the Bank Restriction, 398. — Devia- 
tions in exchange rates and specie, 398. — Sentiments of Paine, Fox, and 
Sheridan; their political objectives, 400. — Walter Boyd’s statement of 
a depreciation theory; responsibility attributed solely to the Bank; in- 
dices of excessive issue, 404. — Henry Thornton and the purchasing- 
power-parity theory; confusion between convertible and inconvertible 
conditions; defense of the Bank, 407. — Horner’s interpretation, 411. — 
Lord King’s view of excess and depreciation; disregard of political fac- 
tors; exoneration of the country banks, 413. — John Wheatley’s pro- 
gram for war financing by systematic lowering of prices; refutation of 
the country-bank doctrine, 415. — Writings of Ricardo; agitation for 
immediate contraction of Bank issues and possibly resumption of cash 
payments; theoretical confusions and inconsistencies; hostility to the 
Bank; possibly explained by stock-exchange interests, 423. — The Bul- 
lion Committee Report a theoretical essay divorced from facts, abound- 
ing in misconceptions, and proposing impossible policy, 480. — Ricardo’s 
striking change of attitude in 1819, 437. 


In the previous article ! it was shown that the British 
government financed its requirements in the wars 
against France (1793-1815) with a remarkable degree 
of restraint and a praiseworthy fiscal effort; and that 
the heavy foreign remittances involved by the conduct 
of hostilities not only made necessary a suspension of 
specie payments by the Bank of England, but operated 
as an important factor in producing the abnormal varia- 
tions in the price of bullion and the rates of foreign 
exchange during that Suspension. This portion of the 


1. See this Journal for February 1924. 
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study will be devoted to a critical analysis of a type of 
monetary philosophy which developed during the War 
period and culminated in the influential pronouncements 
and recommendations of David Ricardo and of the 
“Bullion Committee” of the House of Commons. 

The outbreak of the first French War in 1793 was ac- 
companied in England by a severe commercial crisis. 
Toward the end of 1794, and throughout 1795 and 1796, 
there was continued financial strain, owing to unprece- 
dented foreign military and political expenditures and 
the necessity of importing considerable quantities of 
’ naval stores and foodstuffs. This strain was especially 
felt by the country’s banking reserves held in the Bank 
of England; the Bank directors were forced to meet per- 
sistent and unexampled demands for advances to the 
Exchequer at the same time that their commercial loans 
were necessarily heavy, while their specie was being 
alarmingly depleted by the growing foreign indebted- 
ness and also by a tendency within the country toward 
the hoarding of coins. Repeated appeals to Pitt by the 
Bank for moderation brought no hope of relief, and at 
length, upon urgent representations by the Bank as to 
their condition, it was arranged by Pitt that an Order- 
in-Council be issued enjoining the Bank from further 
payment of their obligations in cash. The Suspension 
became effective on February 27, 1797, and saved the 
Bank from a state of chronic insolvency which would 
have demoralized public as well as private credit. While 
introduced as a tentative measure, with a hesitancy 
which seems remarkable in the light of modern prac- 
tices, the Order-in-Council was presently confirmed and 
continued by an act of Parliament,? which, by subse- 
quent renewals, prolonged the Restriction until 1821. 
It should be borne in mind that the Bank Restriction 


2. 37 Geo. III, c. 45. 
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did not make the notes of the Bank legal tender; but so 
great was general confidence in the Bank that their 
notes circulated with the same freedom as would have 
been the case with legal-tender government paper.’ Nor 
did the Suspension provisions apply to institutions other 
than the Bank of England: the country banks were 
technically under obligation to continue payments in 
cash; but it is an interesting fact that none of them actu- 
ally did so, and that this policy is known to have been 
contested in but very few cases of a trivial nature. The 
country banks customarily redeemed a large proportion 
of the demands against them in London drafts, drawn 
upon balances with London correspondents. The re- 
serves of the latter were wholly uncontrolled by law and 
had never been more than very moderate sums; and 
their ability to create credits was now but very little 
controlled by the Bank of England. In general, the 
country banks found the door open to unusual facility in 
the extension of their credit. 

About two years after the suspension of payments, it 
began to be observed that the prices of gold and silver 
were rising considerably above their usual ‘mint’ 
prices, and the rates of foreign exchange were varying 
much farther than usual from par (as may be seen in the 
chart accompanying the previous installment of this 
article). The rise in the price of specie would ordinarily 
have caused the gold coins to pass commercially at a 
premium over paper; but the law placed heavy penal- 
ties against the melting or exporting of British coins, so 
that an explicit coin premium in ordinary trade was dis- 
couraged by reason of the suspicion of intending to melt 








3. Immediately upon the public t of the Suspension, ‘‘a great ting 
of merchants and bankers was held, which passed a resolution undertaking to accept 
Bank notes, and eventually 4000 signatures were attached to this.” Cannan, The Paper 


Pound of 1797-1821, p. xii. For text see Cobbett, Paper against Gold, p. 168. 
4. See this Journal, February, 1924, p. 231. 
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and sell for bullion which would attach to persons ex- 
changing gold coin for paper at a premium, or even mak- 
ing a distinction in favor of gold coin in selling goods. 
Nevertheless, there was an extensive illicit trade in 
melting coins for sale in the bullion market, and the gold 
coins, which were in better condition than the silver, 
very soon disappeared from circulation. Their place 
was taken by small notes of one and two pounds (the 
previous minimum denomination having been five 
pounds) which the Bank of England and the country 
banks had been permitted to issue by special legislation. 
While the paper currency as a whole, and particularly 
that of the Bank, commanded general confidence, there 
were random instances in business transactions of double 
prices (lower in specie than in paper), some of them 
known to have arisen from deliberate intent for petty 
personal reasons or for political effect. Not until 1812 
did the government explicitly declare double prices 
illegal, by a curious law which at the same time re- 
frained from declaring notes legal tender ; nevertheless it 
’ exerted some moral effect in discouraging attempts in 
certain quarters to discredit Bank of England notes as a 
subtle means of impugning the administration of public 
affairs generally. 

Even before the Bank suspended payments, the quasi- 
public functions of the Bank of England were being 
exploited by those who sought to make the matter a 
political issue and a means of attacking the conduct of 
the War. Thomas Paine, animated by his successful 
exploits on behalf of the revolutionist parties in America 
and in France, proceeded to develop the sombre fore- 
bodings and subtle innuendos of his earlier Prospects on 
the Rubicon (1787). In the famine year 1796, Paine 
pointed to the rising cost of living and denounced the 
British system of credit and banking in a bitter and 
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cynical tract — The Decline and Fall of the English Sys- 
tem of Finance— which was widely circulated. Eng- 
land’s pyramid of bank credit, the bulwark of her politi- 
cal strength and her foreign diplomacy, was doomed, he 
dolefully reiterated, to follow the way of the Assigndis, 
then in the throes of their tragic collapse. The War 
against the French liberals would, he thought, event- 
ually cause the mounting extravagance of the State to 
sink the country in a sea of “‘diluted’’ currency, while 
France, with an ample reserve of the precious metals, 
would emerge triumphant. British paper had already 
‘‘ pulled down the value of gold and silver to a level with 
itself’; but, he added in a prophetic tone, ‘“‘gold and 
silver will, in the long run, revolt against depreciation 
and separate from the value of the paper; for the pro- 
gress of all such systems appears to be, that the paper 
will take command in the beginning, and gold and silver 
in the end.” Thereupon people would, and should, 
strive to get gold into their possession, with the result 
that the Bank of England must suspend — as it had 
done before; and with suspension would come the end of 
the existing political régime. ‘‘The stability of the 
government is equal to that of the Bank and no more.” 
All this Paine designed as encouragement and sugges- 
tion to all disaffected elements, with the thought that 
thereby he had ‘‘revenged the piratical depredations 
committed on the American commerce by the British 
government.”’ ® 

Upon the Bank suspending payments, as Paine had 
predicted, the collapse of public credit for which he 
hoped failed to materialize. But the same tactics were 
carried forward with surprising boldness in the pam- 


5. Such challenging and irritating sentiments clid not pass unobserved. From all 
sides sober business men and loyal citizens pointed out Paine’s real objects and his er- 
roneous inferences. ‘‘ By attacking Lombard Street,” one pointedly observed, ‘‘a revo- 
lution is attempted at St. James.’’ (Letters on the Solidity of Commercial Bills, by 
“Gresham,” 1796.) 
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phlet press and particularly in the debates in Par- 
liament. The Suspension furnished apt rhetorical 
material for assailing, not only the government’s bor- 
rowings, but its remittances of treasure to the Continent 
to finance the allied states.6 Charles James Fox imme- 
diately seized the opportunity to place the ministry in 
an awkward position by demanding a full inquiry into 
the reasons for the Bank Suspension, declaring omi- 
nously that this state of affairs had definitely ‘“de- 
stroyed the credit of the Bank.” Pitt was forced to 
acquiesce; but the inquiry was somehow carefully 
steered away from matters which would have revealed 
such pertinent facts as any state at war would zealously 
guard from public knowledge. The Committee of In- 
quiry therefore conveniently found the chief explana- 
tion of the Bank’s difficulties in the innocuous fact that 
country people, fearing an invasion, had run upon their 
bankers, who, in turn, had hastily called in their re- 
serves from London.’ 

Fox and Sheridan constituted themselves the leaders 
of a persistent tirade against the Bank Suspension, not 
upon grounds of financial principle, but because the 
Suspension permitted that institution to support the 
activities of what they regarded as a militaristic, reac- 
tionary, and withal bankrupt administration. On 
March 9 and 10 (1797) they concentrated their eloquent 


6. Aspecial act was passed in May 1800 (39-40 Geo. III, c. 33), providing as follows: 
“*Tt shall be lawful for the Governor and Company of the Bank of England to advance 
for the Public Service, in cash and bullion, any such sums to be remitted abroad as they 
shall judge expedient, from time to time, not exceeding in the whole the amount which 
has been, or shall be, granted in this session of Parliament on account of foreign sub- 
sidies or services abroad.”’ (Public General Acts, 1800.) It will be recalled that Pitt sent 
funds to the Continent in the early years of the War without consent of Parliament. 


7. The Duke of Bedford, speaking in the Lords on May 15, 1797, pointed out that the 
Committee of Inquiry ‘‘ was composed not only of the zealous supporters of ministers, 
but of members of that very Cabinet upon whose conduct they were appointed to de- 
cide.” (Hansard, 33, pp. 517 ff.) The effect of this sidetracking of the main causes was 
to place in the hands of one group of subsequent controversialists an official statement 
which could be cited in attempting to prove that it was not the balance of foreign pay- 
ments that affected the bullion and exchange quotations. 
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invective against this alliance of Bank and State which 
was productive of ‘‘robbery and fraud”; and they urged 
that the Bank be divorced forthwith from their public 
responsibilities and their participation in the War. Let 
the Ministry repay the debts to the Bank (if it could!), 
and let the Bank resume the honest payment of their 
notes. ‘“‘The Bank,’ Fox dramatically exclaimed, 
“should have but one object: that of performing their 
engagements and discharging their debts. We have 
heard of the phrase ‘ perish commerce, let the Constitu- 
tion live’; the exclamation of the Bank should be 
‘perish commerce, provided we pay our debts.’ ”’ ® 
This clearly struck the keynote for the immediate- 
resumption and anti-Bank agitation, which continued 
for years thereafter and which forms the main theme of 
this paper. 

Sheridan formally moved on April 4, 1797, that all 
financial assistance to the Continent be stopped. To 
Pitt’s striking reply, in which he pointed to the obvious 
dangers of a separate peace between the German Em- 
peror and the French, were the subsidies to be discon- 
tinued, Fox offered the astonishing rejoinder that the 
outcome of the War was a matter of little consequence 
compared with the immediate restoration of ‘public 
credit.” Fiat justitia, ruat celum! 

While the currency question was being exploited at 
Westminster, with rhetorical flourish and with the ob- 
ject of tying the hands of the government in raising cur- 
rent funds, the busy pamphlet press carried forward the 


8. Hansard, 33, p. 44. In concluding, Fox denounced the Cabinet for their persist- 
ence in ‘‘continuing this destructive war’ at the cost of that ‘‘fatal injury” to the coun- 
try’s credit which was evidenced in the alleged run on the Bank and the ‘‘depreciation’’ 
of Bank notes. All this went far afield from the tolerant and practical views of Adam 
Smith, who, in his chapter on Public Debts, had looked at the problem of war financing 
sincerely and dispassionately: ‘‘An immediate and great expense must be incurred in 
that moment of immediate danger which will not wait for the gradual and slow returns 
of the new taxes. In this exigency government can have no other resource but in bor- 
rowing.”” (Wealth of Nations, bk. V, chap. 3.) This was, of course, the view to which 
the majority of the Lords and Commons subscribed. 
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controversy with keener weapons of analysis and a 
closer scrutiny of theoretical niceties. In the writings of 
a remarkable group of men of affairs we are able to trace 
a well-defined continuity of doctrinal development, 
which culminated in strikingly formal statements of 
fundamental principle and hotly contested suggestions 
for immediate policy. While the general drift of these 
opinions is fairly familiar to modern economists,’ there 
are certain phases of them which have been commonly 
overlooked or misunderstood. There is evident in the 
course of contemporary discussion a progressive narrow- 
ing of vision and of emphasis which gave plausibility to 
practical proposals which require fresh scrutiny. Partic- 
ular pains will be taken to show that, behind the bold 
principles and cogent admonitions of this so-called 
‘‘bullionist” school of writers, there is discernible the 
bias of personal interests which distorted their analysis 
to a degree apparently unsuspected by many leading 
commentators who have held up their writings as mod- 
els of scientific method and financial acumen.! 

The substance of the theories which ultimately crys- 
tallized into the ‘‘bullionist’”’ doctrine was stated in 
compelling form by Walter Boyd, an international 
financier and public loan contractor who, in January 
1801, addressed an open letter to William Pitt.2 This 
was a time of great agricultural dearth, and unusually 
high prices, not only of provisions, but of the precious 
metals and foreign bills of exchange. In these indicia, 
taken together, Boyd believed that he saw definite evi- 


9. See, for example, J. H. Hollander, The Develop t of the Theory of Money from 
Adam Smith to David Ricardo, in this Journal, May 1911. 

1. Cf., e.g., McLeod, Theory and Practice of Banking, vol. ii; Sumner, History of 
American Currency; Andréadés, History of the Bank of England; Cannan, The Paper 
Pound of 1797-1821, areprint of the Bullion Report; a recent American reprint of the 
same Report, with introduction by Stuyvesant Fish (N. Y., 1920); and Alfred Marshall, 
Money, Credit and Commerce. 

2. A Letter to the Right Honorable William Pitt, on the Influence of the Stoppage of 
Issues in Specie at the Bank of England on the Prices of Provisions, and other Com- 
modities. 
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dence of excessive currency, which he traced directly to 
the Bank of England, upon whose directors he laid the 
entire responsibility. Since the abnormal conditions had 
lasted for many months, the inference was plausible and 
not easily contradicted, even tho Boyd could not adduce 
more than a meager showing of statistical data on the 
actual increase in the volume of circulating credit. But 
to show that responsibility rested wholly with the Bank, 
and that it was the Bank’s issues which had exclusively 
originated the alleged inflation, required some definite 
reason. This Boyd found in the belief that the country 
banks were not legally enjoined from cash payment, and 
that they were in any case powerless to create credit 
“in excess of local demands.’’ Should they attempt to 
do so, the local excess would be speedily and automati- 
cally reduced by demands for cash or Bank of England 
notes for use in other localities, such as London. “‘It 
may be therefore inferred,” Boyd stated, ‘‘that no part 
of their issues can possibly remain in circulation beyond 
what the increasing prosperity and industry of the coun- 
try where they circulate can fairly absorb or digest.” 
Far from being instruments of inflation, the provincial 
bankers were represented as the suppliers of essential 
business capital; their increased issues would be always 
the result of more active trade or perhaps of their having 
more Bank notes available for their reserves. Such re- 
serves, however, could never be enlarged, save upon the 
initiative of the central bank. This view formed the 
basis for a vast amount of subsequent theorizing. 
Boyd’s real attitude, however, was not one of special 
sympathy with the country banks so much as of deep 
personal resentment against the Bank of England. In 
1796 Boyd’s concern (Boyd, Benfield and Co.) had 
heavy commitments in contracting for the current gov- 
ernment War loan. The market quotations for the pub- 
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lic funds fell sharply at an awkward moment; while the 
Bank, in the midst of great financial confusion and 
strain, coldly resisted appeals for more liberal accommo- 
dation to the money market. In fact, Boyd refers ex- 
plicitly and with bitterness to ‘‘the cruel circumstances 
in which I was then placed and those, still more dread- 
ful, which have since occurred to annihilate my com- 
mercial existence in this country.” Again, Boyd was 
perhaps induced to draw parallels between Bank notes 
as quasi-public issues and the French Assignéts, as his 
ramifying business connections had taken him to Paris 
during the Revolution and he had witnessed the chaos 
attending their rapid depreciation. It was wholly 
natural, then, for him to fall into such strong phrases in 
alluding to a specific portion of the English currency as 
“positive depredation” and ‘forced issue.”’ 

As a contractor to the government loans, Boyd had 
had in his charge the remitting of subsidy funds to the 
Austrian Emperor; he was a leading expert in foreign ex- 
change practice, and could not but be cognizant of the 
effect of large foreign remittances upon the price of 
foreign bills and of specie. Yet he made no place for 
them as a factor affecting the exchange and bullion mar- 
kets. It was “depreciation” alone which caused these 
abnormalities, as well as the high prices of provisions, 
and the increased burdens of government, all of which 
portended eventual discredit and collapse. Boyd im- 
plied in a curious way that the high paper prices of 
goods in England were not a causal factor in the dis- 
torted exchange and bullion prices, but rather a coinci- 
dent.’ He failed to analyze satisfactorily the precise 
relation between price levels and the exchanges; he left 


3. He admitted that, should the degree of exchange deviation exceed that of domestic 
average price elevation, a stimulus to exports would be an incidental benefit. ‘‘If the in- 
crease of prices in the home market should, fortunately, not keep pace with the depres- 
sion of the exchange [in foreign money], all our articles of production must feel the effects 
of the increased demand in the foreign markets in consequence of the diminished value of 
British money abroad ”’ (p. 37). 
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with his reader a possible impression that there was a 
qualitative “‘depreciation’”’ of Bank notes which caused 
the exchange aberrations, and a quantitative excess, 
which acted to some extent independently upon local 
commodity prices. At any rate, he gave a curiously in- 
definite explanation of the forces actually affecting the 
foreign exchange market. Accordingly, in the matter of 
remedying the situation, Boyd could not offer a very 
definite program, but admonished the Prime Minister 
to give the entire matter his earnest consideration. 

The thread of Boyd’s discussion was immediately 
taken up by Henry Thornton, an eminent and highly 
respected London banker, having important connec- 
tions in the provinces. While naturally sympathetic to 
the country banks, Thornton in his lengthy Enquiry * 
stopped far short of Boyd’s condemnations of the Bank 
of England and made his more temperate references to 
that institution part of a remarkably incisive (tho awk- 
wardly presented) analysis of monetary principles and 
current banking practice. 

Thornton admitted and emphasized Boyd’s conten- 
tion that the Bank of England was the basis and ulti- 
mate controlling influence of the country’s entire credit 
circulation, and he elaborated the notion with consider- 
able skill. He evolved it from the fundamental principle 
of an equilibrium of currency value in commercially 
connected areas. Among countries on a gold basis 
Thornton showed that gold distributed itself through 
the action of currency expansion and contraction upon 
commodity prices; he advanced and brilliantly ex- 
pounded the conception of a world-level in the purchas- 
ing power of gold. An outflow of bullion from a country 
and a turn of the exchanges against it would denote a 
relative excess of currency which depressed its value be- 


4. An Enquiry into the Nature and Effects of the Paper Credit of Great Britain 
(1802). 
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low the level abroad. Hence, through an increase of 
imports and decline of exports, some gold would flow 
abroad and a new international price equilibrium would 
result. To Thornton, not Ricardo, belongs the credit 
of first stating this important principle in clear and 
convincing form. 

These ideas were now applied to the case of the rela- 
tive value of money in different areas of a single coun- 
try, tho in the qualified manner of Boyd’s one-way 
relationship — from London ito the country, not from 
the country to London. If country bankers generally 
and simultaneously issued an “‘extraordinary quantity 
of notes,” local prices would rise; the provinces would 
then tend to buy more in London; demands upon the 
local bankers for Bank notes and London drafts (‘‘ which 
is nearly the same thing”) would reduce their working 
reserves and necessitate a local note contraction. It was 
implied that the remitted Bank notes and draft credits 
would not raise prices in London substantially higher 
than before. If, however, the Bank of England greatly 
expanded their issues and their credits to London houses, 
this would directly enlarge the reserve basis for new 
country circulation. This curious view continued more 
and more to dominate the literature championing imme- 
diate monetary contraction by the Bank of England, 
and its theoretical importance as a basis for such action 
has not hitherto been generally noticed. We shall com- 
ment upon its validity hereafter. 

Thornton, however, refrained from the natural in- 
ference. Whileadmitting that inflation was now possible, 
he defended the Bank and argued persuasively that the 
directors exercised such caution in their operations, and 
had so high a sense of public responsibility, that exces- 
sive issue not only was unlikely, but could be shown by 
the available data not to have occurred. The lending to 
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the State had been, he thought, on a conservative and 
moderate scale. Hence it followed that an automatic 
preventive of general currency excess was actually in 
operation, even tho the Bank’s operations were no 
longer limited by gold. 

In applying the general principle of international 
values under conditions of inconvertible paper, Thorn- 
ton’s analysis was marked at times by brilliant insight, 
again by extreme clumsiness and vagueness of expression, 
and, in general, a failure tokeep thecases of convertibility 
and inconvertibility clearly distinct. This was a failing 
whereby Thornton generated a long series of misunder- 
standings and cloudy controversy. There are passages 
in which the author implies that inconvertible paper, if 
rapidly expanded, will drive gold abroad and in this way 
cause the exchanges to deviate ‘‘unfavorably.” The 
mechanism seems no different from that in the case of 
convertibility. A high price of bullion and foreign bills 
indicates local ‘‘excess” by indicating the outflow of 
bullion which always attends excess. This idea, which 
makes apparent proof of excess so universally applicable 
and so plausibly decisive, played a subtle part, as will 
appear below, in the resumption program of later writ- 
ers, including Ricardo, who never attained a thoroly 
clear conception of the matter. 

Nevertheless, Thornton did present (altho not in a 
context definitely specifying his assumptions) a striking 
statement of what has come to be called the ‘‘ purchas- 
ing-power-parity”’ doctrine relating to conditions of 
irredeemable paper— a doctrine which ought in jus- 
tice to be associated with his name. A persistently 
unfavorable course of foreign exchange, according to 
Thornton, registers such a divergence of (paper) prices 
above the normal international level that, in order to 
maintain the same relative volume of exports and im- 
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ports, English exporters will receive more paper for 
their bills and foreign importers will obtain remittances 
payable in English paper money at a reduced rate, 
all of which tends to neutralize the high (paper) prices 
of British goods. London bills thus become cheap 
when quoted in foreign gold, and this, to use Thorn- 
ton’s own words, ‘‘will operate as an advantage to 
the foreign buyer of our commodities in the compu- 
tation of the exchangeable value of that circulating 
medium of his own country with which he discharges the 
debt in Britain. . . . It will thus obviate the dearness 
of our articles; it will serve as a compensation to the 
foreigner for the loss which he would otherwise sustain 
by buying in our market.” * If this be true, it follows 
that gold need not flow abroad to equilibrate the inter- 
national level; the result is accomplished by variations 
in the exchange quotations and the paper price of specie, 
which will correspond roughly to those in the average 
relative prices of commodities. But in other parts of the 
book Thornton perplexes the reader by implying that 
exportation of specie will be involved as a result of such 
paper excess. 

In contrast to Boyd, Thornton showed that the quo- 
tations of foreign exchange and bullion might be affected 
not only by the state of the currency, but by unusual 
foreign remittances. He called attention to the abnor- 
mally large importations of foreign foodstuffs to relieve 
the well-nigh famine conditions of 1800-1801; to the 
purchases of naval stores in the Baltic; and to the huge 
sums being spent abroad for purposes dictated by mili- 
tary necessity. But he submitted that such factors 
could not exert a permanent and continuing effect upon 
the exchange market; if abnormal deviations persisted 
for many years, they could only signify some currency 


5. Paper Credit, p. 201. 
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inflation. Thornton doubted whether actually a suffi- 
cient time had yet elapsed to render it certain that the 
latter factor predominated. 

Thornton was restrained from urging immediate 
limitations upon the Bank of England, not only because 
he believed the Bank’s loans to the State were moderate 
and necessary and their mercantile discounts cautiously 
made, but because of his very real fear of the violent 
commercial disruption which any sudden contraction of 
circulation would create. Thornton emphasized again 
and again the lessons of the financial stringency of 1796, 
which he believed was unnecessarily aggravated by the 
Bank’s course of action. Any attempt on the part of the 
Bank to regulate its extension of credit in strict propor- 
tion to its reserve he regarded as the result of a ‘‘merely 
theoretic’’ idea, which could have only unfortunate con- 
sequences for industry and trade in the existing critical 
state of affairs. 

While Thornton was completing his treatise, a small 
group of liberal thinkers were preparing to launch the 
Edinburgh Review. Francis Horner, a rising young 
Scottish barrister, and several friends worked their way 
laboriously through Thornton’s difficult pages and 
finally composed a concise summary and appreciative 
review, which was printed in October 1802, in the first 
number of the periodical. Horner carried the analysis 
forward at a number of points. Puzzled by Thornton’s 
vacillation between convertible and inconvertible con- 
ditions of issue, Horner fought his way to what he con- 
sidered a clearer statement of the whole matter. If paper 
is inconvertible and its quantity increased, general paper 
prices rise; this causes the value of gold to exceed the 
value of paper and “‘in order to preserve the same ap- 
parent rate of [foreign] exchange there ought to be a 
corresponding alteration of the commercial tables in 
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which that rate is expressed.’’ In other words, the ab- 
normal quoted rates will be ‘“‘nominal,’’ and will indi- 
cate nothing whatsoever as to specie movements; in- 
deed, the variations in these nominal rates are precisely 
the forces which obviate such dislocation in the relation 
of exports to imports as would otherwise occasion specie 
movements. At all events, the causation would run 
from higher prices to a compensating rise in gold and 
‘foreign bills (without movement of gold), not, as Thorn- 
ton had occasionally implied, from higher prices of 
goods to a debit trade balance and a,resulting export of 
gold to restore the international equilibrium. Whether 
affairs had actually reached the stage where a high price 
of bullion had become a chronic condition, Horner was 
as uncertain as Thornton had been, and he concluded in 
the same tone of hesitant expectancy. But whatever the 
degree of possible inflation, he was struck by the fact 
that the restriction ‘‘should have been continued for 
more than five years without any depreciation of the 
paper from a failure of confidence’’; this he believed to 
be a fact ‘which has falsified all reasonable prediction, 
and forms an exception to the most confident maxims 
of all former economists.” This statement shows in a 
pointed way how a theorist of Horner’s type, unac- 
quainted with the practices and attitude of the business 
world, brought together the ideas of currency expansion 
and currency discredit — an association of ideas per- 
haps natural to a student of Continental experience 
and of opinions derived from the pages of the Wealth 
of Nations, wherein colonial experiences with ‘paper 
money” are so graphically described. 

Contrary to the expectations of some, the Bank 
Restriction was continued during the short Peace of 


6. “When an excess of paper money produces a nominal rise of prices, a nominal fall 
of the foreign exchanges will always take place, and is a consequence of that steady 
excess of the market price of gold above its mint price which originated immediately in 
the excessive issue of paper.” Op. cit. 
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Amiens, and after the renewal of hostilities in 1803. 
This was not effected without the usual spirited opposi- 
tion from the anti-War party in Parliament, who were 
at this time given support by Lord King, an extensive 
landed proprietor of somewhat reclusive and eccentric 
character, to whom the fall in the purchasing power of 
money rents seemed a far greater calamity than any 
change in the fortunes of France or England. Lord 
King spoke effectively and skillfully, and utilized in his 
argument the materials we have been examining. He 
later published the substance of his remarks in a clearly 
written pamphlet which commanded wide attention.’ 
Lord King extracted from the writings of Boyd, 
Thornton, and Horner the already well-defined ideas of 
the possible significance of exchange and price fluctua- 
tions and the passive nature of country credit; and he 
added such pertinent data as he could find on the Bank’s 
note issue and the prices of foreign bills and specie (sil- 
ver). His type of reasoning lent itself conveniently to 
such statistical treatment, since the easily available ex- 
change rates or price of bullion alone served the purpose 
of proving “‘depreciation.”’ Hence the term “‘bullionist”’ 
as a descriptive epithet applying to this entire group of 
anti-Bank-Restriction writers. And at the same time 
that King introduced what he believed convincing fac- 
tual evidence, he discarded all the qualifications and 
alternative possibilities which Thornton and Horner had 
entertained; there could be but one causal principle — 
depreciation by excess; and what Horner had feared 
might yet be possible, King now regarded as unques- 
tionable. Under existing conditions, he reiterated, there 
was no certain or determinate limitation to the supply of 


7. Thoughts on the Restriction of Payments in Specie at the Banks of England and 
Ireland (1803). The Bank of Ireland suspended cash payments in 1798, and in the en- 
suing years a considerable aberration in the rates of exchange between London and Dub- 
lin had occurred. King used these facts to support his contentions regarding the British 
currency. 
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circulating credit: it was free to become a law unto it- 
self. As the Bank, he found, had increased their circula- 
tion by as much as five millions in the seven years since 
1797, he pronounced that institution a mischievous and 
irresponsible dabbler in accommodation paper. ‘‘The 
Bank directors,” he affirmed, in ill-tempered invective, 
‘“‘have willingly accepted, and, it is most probable, have 
solicited, a continuance of this legislative interference. 
Instead of exerting themselves to perform their engage- 
ments to their creditors, they have shared larger profits 
among the proprietors of their stock; and there is no 
reason to believe that they will at any time resume their 
payments in cash, unless compelled by a discontinuance 
of the present Suspension.” ® 

King appeared to see but little connection between 
the Bank’s position and the carrying on of a compre- 
hensive war. To be sure, he did notice the political fac- 
tors capable of affecting bills and specie: ‘‘ The necessity 
of great remittances, or an unusual expenditure on the 
Continent of Europe, will to a certain degree produce 
this effect: but as such causes of irregularity are occa- 
sional and temporary, it may be safely affirmed as a 
general rule . . . that an unfavorable exchange, long 
continued, is alone a decisive proof of a deranged and 
depreciated currency.” Bank notes, in his view, were 
already so degraded as to be precisely comparable to the 
silver coins of King William and the fateful Assigndts.° 


8. Thoughts, etc., p. 12. As a matter of fact, the Bank had expressed a willingness to 
initiate resumption of payments at the time the Peace of 1802 was concluded. 

9. In the Goldsmiths’ Library of the University of London is preserved Thornton's 
personal copy of Lord King’s Thoughts on the Restriction, in which, among Thornton’s 
penciled notations, is one attributing to Walter Boyd the belief that mere inconverti- 
bility of Bank notes occasioned their depreciation. Against this Thornton was now in- 
clined to entertain the possibility of a moderate depreciation tho enlarged volume of cir- 
culation. Thornton, indeed, warmly endorsed King’s belief that ‘‘an excess of paper is 
the great radical cause of a long-continued unfavorable exchange” as ‘‘a great and im- 
portant principle,”’ and admitted that in 1801-1802 there may have been ‘‘a somewhat 
too great issue of Bank of England notes.’’ At the same time he pointed out that 
King’s figures failed to show a point-for-point correspondence between specie and 
exchange quotations and the Bank’s issues. 
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Again we find the country bankers, despite their mush- 
room growth and unrestrained practices, duly eulogized 
and defended — on the ground that free competition 
among them tended absolutely to forestall the issuance 
of more than a “‘sufficient”’ volume of currency for local 
needs; each country issuer was checked, ‘‘if not by the 
public, at least by the interested vigilance of his rivals.”’ 
On other grounds King exonerated the local institu- 
tions — which, of course, financed the agriculturists and 
corn merchants who paid his Lordship’s rents: specula- 
tive operations in produce steadied prices, but could not 
elevate them for any time; and, further, the accommo- 
dation of the country bankers even to speculators was 
limited by the moderate size of their capitals! All of 
this King drew from his imagination rather than from 
the facts about him. 

Passing over numerous lesser contributions to the dis- 
cussion which followed, more or less ably, the same gen- 
eral line of argument, we may give attention to two 
other writers of the “‘bullionist”’ school, whose opinions 
had unusual influence and contain interesting features. 

Mr. John Wheatley, of whose life we know practically 
nothing save that he resided in the provinces and was 
a close student of Adam Smith, published in 1807 an 
elaborate treatise on monetary principles and credit 
policy,’ in which we find a bold attempt to harmonize 
the views of Thornton and Lord King with those pre- 
sented in the Wealth of Nations. With an extreme 
rigidity and formal precision of statement, Wheatley 
attacked the currency problem with keen insight and no 
little originality. Several aspects of his work are notable 
from the point of view of doctrinal development. 

First of all, Wheatley formulated the “purchasing- 
power-parity” idea relating to irredeemable paper in 


1, An Essay on the Theory of Money and the Principles of Commerce, vol. i. 
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remarkably clear and cogent form. ‘‘If the paper be not 
convertible into specie at the option of the holder, and a 
relative excess of currency ensue from its over-issue, the 
course of exchange will prevent the interruption that 
would otherwise be effected in the general level, by 
maintaining the specie at the same value with the value 
of money in other countries, and reducing the paper to a 
discount in proportion to the excess: — in proportion as 
it elevated the prices of the country where it circulated 
above the prices in other countries. . . . Specie, there- 
fore, would bear a premium commensurate with the 
premium on a foreign bill, and, no longer participating in 
the degraded condition of the paper, would resiliate to 
its level and be maintained at the same value with the 
value of money in other countries.”’ ? Wheatley saw all 
things in sharply defined outline: they were either black 
or white. Following King, he denied any possible effect 
upon exchange rates or specie of foreign remittances or 
unusual disturbance in the balance of payments. These 
rates and prices, under existing conditions, were exclu- 
sively controlled by the relative nominal price-levels in 
England and foreign countries. 

In developing the practical bearing of this position, 
Wheatley followed out a line of reasoning which doubt- 
less found inspiration in the Wealth of Nations. In dis- 
cussing the financing of wars Adam Smith says: ‘‘The 
funds which maintained the foreign wars of the present 
century, the most expensive perhaps which history re- 
cords, seem to have had little dependency upon the ex- 
portation either of the circulating money, or the plate 
of private families, or of the treasure of the prince. . . . 
The enormous expense of the late [Seven Years’] war, 
therefore, must have been chiefly defrayed, not by the 
exportation of gold and silver, but by that of British 


2. An Essay, etc., p. 68. 
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commodities of some kind or other. When the govern- 
ment ... contracted with a merchant for a remittance 
to some foreign country, he would naturally endeavour 
to pay his foreign correspondent, upon whom he had 
granted a bill, by sending abroad rather commodities 
than gold and silver.” * 

Wheatley, therefore, argued in similar vein: wars can 
be financed upon a convertible currency basis and with- 
out unusual use of the precious metals in remittances; 
even should political expediency demand exceptional 
remittances, an inexhaustible store of gold and silver 
can be assured by the simple device of keeping British 
prices sufficiently below the international level to cause 
a plentiful supply of export bills in the exchange market 
to meet any demand for remittances drawn on the for- 
eign balances. “‘If Mr. Pitt had . . . obstructed the 
excessive utterance of the paper with which the country 
was inundated, he might have caused the influx of money 
to any extent, at the same time that he was forwarding 
the succors, which, consistently with the real resources 
of this country, it was our duty to have given.’’ 4 

This is a most rigid application of pure theory to the 
complicated circumstances of a major war. Under such 
circumstances a banking system is necessarily subject 
to unusual strains and unpredictable demands. An at- 
tempt to maintain normal specie payments in a nation 
dependent upon highly developed credit which rests upon 
a slender cash reserve cannot but expose that credit 
structure, and with it the military effort, to extreme and 
dangerous shocks. No one has ever devised a perfect 
method whereby the entire funds needed by the state in 
a great war can be raised wholly by such a conscription 
of private income as will involve no borrowing, no rise 
3. Wealth of Nations, bk. IV, chap. 1: ‘Principle of the Commercial System.” 

4. An Essay, etc., p. 194. 
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of prices, or no discouragement to essential productive 
energies and commercial activity. If public borrowing 
does occur, it always involves, not only a diversion of in- 
vestment but some creation of fresh bank credit, directly 
or indirectly. To ensure such credit being available 
quickly when emergency arises, requires a flexibility in 
thefinancial institutions which cannot exist if their lend- 
ing power is restricted by cash reserves that are con- 
stantly subject to depletion by the unusual commercial 
difficulties interposed by naval warfare, by alarms and 
hoarding among the masses of the people, and by the 
tactical machinations of an enemy cognizant (as Napo- 
leon was) of the power of credit as a military weapon. 
Writers of Wheatley’s type looked upon the currency 
problem narrowly and failed to grasp its connection with 
the state’s financial efforts. Following the letter of 
Adam Smith too closely, they applied abstract reason- 
ing on the basis of purely commercial mechanics to a 
situation rendered highly complex and abnormal by 
political considerations. Hence their facile assumptions 
as to the possibilities of convertible credit, and their 
failure to distinguish carefully between the workings of 
international exchange under conditions of converti- 
bility and of inconvertibility. Hence, again, the con- 
fidence with which they could urge even moderate 
contraction in currency volume as a means of easily 
attracting gold and silver to the coffers of the Bank. 
Wheatley, however, did display commendable origi- 
nality and a firm grip upon realities in laying the blame 
for such needless expansion of British credit as existed 
where it mainly belonged — on the unregulated extrava- 
gance of country banking. Under war conditions it be- 
comes more than ever important to exercise control over 
the extension of credit, and to strengthen the banks and 
coérdinate them so that they work together for a com- 
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mon purpose and with all possible caution. It was in this 
direction that the British government displayed per- 
haps its greatest weakness; but doubtless for the very 
reason that no outstanding publicists proffered the 
proper counsel and advice. Wheatley’s thinking on this 
point was clear and logical, but his voice was weak. 
Reversing Boyd’s thesis as to the relation of country 
credit to London credit, he held that the Bank’s issues 
were dominated in large measure by those of the coun- 
try: “the quantity of paper of a higher denomination 
must in great degree be regulated by the quantity of 
the inferior means of payment.” > Wheatley therefore 
recommended, in a very sane spirit, the reformation and 
strengthening of the entire British banking system as a 
prerequisite to restoring general convertibility, declar- 
ing that “‘none but chartered companies should be al- 
lowed the privilege of issue,’ and that there should be 
no issues below ten, or even fifteen, pounds. 

This view of the country-bank situation seems to the 
present writer on the whole a proper one. London and 
the rest of England were not then, and are not now eco- 
nomic areas producing identical wares. If the price of 
iron or hops or wool rose in the provinces by reason of 
liberal credit accommodation to farmers and specula- 
tors, the high prices would be paid by buyers in London, 
who might borrow directly or indirectly from the Bank 
upon bills and notes drawn up in larger figures. It 
could not result in purchases from London of what Lon- 
don did not produce.’ Alsothe use of Bank notes as local 
reserveand currency was by no means general, being prac- 
tised mainly in the West Riding of Yorkshire. Again, 
the practice of rediscounting local paper with London 


5. An Essay, etc., pp. 194, 348. 


6. Itis surprising to find even such modern writers as Alfred Marshall seemingly lend- 
ing support to this old view. Cf. Money, Credit and Commerce, p. 62 n. 
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houses was rapidly developing and made great liberality 
of accommodation possible in view of the general acqui- 
escence in the City in the relief from specie payment. 
There was no definite limit upon the structure of credit 
which these private banks of London might pyramid on 
almost no reserve at all. The remittance of Bank notes 
to London did not, as in the years of normal currency, 
involve the reduction in their quantity through ex- 
change for gold at the Bank; the notes merely passed 
through the London private banks and perhaps bullion 
dealers, and then became the basis for possible new ad- 
vances via a correspondent firm to some inland district.’ 

The drift of the doctrine we have traced — that ex- 
cess of inconvertible currency is accurately tested by the 
nominal rates of exchange and price of specie, and that 
contraction of bank circulation will permit unusual 
foreign debts to be financed (even in war-time) by de- 
pressing prices and causing a favorable commercial bal- 
ance — was given its most influential, altho by no means 
its clearest, formulation in the writings of David Ri- 
cardo, one of the leading characters of his day on the 

7. Wheatley’s views on the country banks were shared by many writers who did not 
accept the “‘ bullionist” doctrines. T. R. Malthus, for example, in the 1803 edition of his 
work on Population pointed out the power of local issues to raise prices throughout the 
country; the local currency ‘* being once absorbed into the circulation, must neces- 
sarily . . . throw great obstacles in the way of returning cheapness”’ (p. 404), See the 
evidence of T. Richardson, a London bill-broker, before the Bullion Committee; also J. 
Atkinson, Considerations on the Propriety of the Bank of England resuming its Pay- 
ments . . . (1802). 

Evidence in support of the above interpretations has been presented by the writer ina 
recent study of British Prices and Business Cycles, 1779-1850 (Review of Economic 
Statistics, October 1923, Supplement). It was found that the quarterly cyclical fluctu- 
ations in the country notes preceded, or synchronized with, those of wholesale commodity 
prices, while the discounts of the Bank of England (a much more accurate measure of 
accommodation than their notes) almost invariably followed them. It is also shown in 
the study referred to that the Bank’s loans to the State tended to expand when discounts 
were moderate, and vice versa. In other words, the Bank granted accommodation to 
the government during the War rather sparingly and according to the state of their 
mercantile accounts. They put the business interests foremost and assumed a primary 
responsibility for the maintenance of British trade and industry, which, in an essentially 
commercial war, was of vast consequence. 


It will further appear from the appended Chart that the proportion of the total 
unfunded government debt carried by the Bank was, at any rate in the light of more 
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London Stock Exchange. Beginning with a brief com- 
munication to the Morning Chronicle, on August 29, 
1809, followed by replies to critics in the same columns 
and later by pamphlets on the subject, Ricardo argued 
the entire matter with all the rigid abstraction of King 
and Wheatley and with an unusual degree of emphasis 
upon the necessity of immediate action in restoring the 
Bank to a cash basis. 

Making his first literary effort in the columns of the 
Chronicle, Ricardo pointed to the state of the exchanges 
not only as proof positive of Bank note “‘depreciation,’’ 
but, in the manner of a fevered alarmist, as portending 
dire calamity. The general public “do not seem to be 


recent European experience, not immoderate. Analysis of the Bank’s accounts shows 
that the approximate volume of notes issued in advance to the State was insignificant, 
especially from 1805 to 1810. 
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The total unfunded debt figures are for January 5th (Parliamentary 
Papers, 1821, vol. 16) and the Bank of England holdings of Exchequer 
bills for the date in January nearest the 5th, as given in accounts in pos- 
session of the writer. There are no figures for computing the average 
annual Exchequer bills outstanding from the Treasury. 
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sufficiently impressed with the importance of the sub- 
ject, nor of the disastrous consequences which may at- 
tend the further depreciation of paper. I am anxious 
whilst there is yet time, that we should retrace our steps 
and restore the currency to that healthful state . . . the 
departure from which is pregnant with present evil and 
future ruin.” * Ricardo appears to have supposed that 
since the exchange and bullion deviations were due 
solely to inflation, the mere extinction of two or three 
millioi.s of notes— even tho not convertible — would 
suffice to correct the entire situation. He aimed his 
policy consistently at the Bank, ignoring the rest of the 
credit mechanism (on the grounds of Thornton and 
King) and giving little attention to the non-commercial 
factors operating in the exchange market. Why con- 
sider these when international commercial balances 
could be so easily manipulated by canceling a few notes 
in Threadneedle Street? ‘‘Diminish the currency by 
calling in the excess of Bank notes: make a partial void 

. . and what can prevent . . . an importation of gold 
and consequently a favorable exchange?”’ ° 

Here we have signs of faulty reasoning in the impli- 
cation that contracting an inconvertible currency will 
attract specie. It is true that reducing the volume of a 
convertible currency will tend to attract specie (assum- 
ing that international trade is free to adjust itself 
quickly to the change in relative price levels) just as ex- 
pansion will tend to expel it. But a partial contraction 
of inconvertible paper has no effect save to alter the 
nominal exchange rates, which by their variations ob- 
viate the movement of specie. And complete contrac- 
tion of such paper credit, with the ultimate object of 
forcing prices down to a point so much lower than they 


8. Morning Chronicle, August 29, 1809. 
9. Ibid., September 14, 1809. 
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would be under a gold currency that large export bal- 
ances will be quickly available for the settling of mili- 
tary remittances, is an idle dream. Ricardo made even 
less effort than Wheatley to examine the full implica- 
tions of the latter process, and in repeatedly urging the 
former he lapsed into the error of regarding the ab- 
normal exchange quotations at the time as indicative of 
a drain of specie from the country. It is most interest- 
ing to notice that during these very years Napoleon was 
being deceived by the same misapprehension in his ef- 
forts to weaken the foundations of British credit by 
shutting the markets of the Continent against British 
exports. We are told that Napoleon eagerly studied the 
lists of exchange quotations and interpreted every new 
deviation in the Hamburg or Danzig rates as proof of 
more specie being drained from the Bank of England 
in lieu of cargoes of Manchester cottons and Jamaica 
sugar.! 

Early in 1810 Ricardo set forth his views more fully 
in a pamphlet entitled the High Price of Bullion a Proof 
of the Depreciation of Bank Notes. He ‘‘ proved”’ the de- 
preciation in the familiar way, and again insisted that 
the evil was a matter “which yields to no other in im- 
portance.” ? If the currency were convertible, Ricardo 
argued, no amount of military remittances or foreign 
subsidies need affect the exchanges, because of the con- 
sequences of a lowered price level. And again we find 
him implying that specie was actually flowing out of 


1. Napoleon “believed that his Continental System had shaken the principal support 
of England’s power; . . . he thought to succeed in ruining her credit, whose measure he 
wrongly sought in the capricious course of the exchange, and to exhaust the source of the 
subsidies which she could have given to the new coalition.” Mollien, Memoires, iii, 
p. 237; quoted by Audrey Cunningham, British Creditin the Last Napoleonic War (1910). 

2. The tract was probably first thrown together several years before, as essentially a 
criticism (through the eyes of Horner and Lord King) of Thornton’s hesitant conclu- 
sions; it contains some evidence of Wheatley’s influence, and, like Wheatley’s Essay, 
refers to no political or economic events later than 1805. The main body of the tract was, 
in all probability, prepared prior to the articles in the Chronicle newspaper. 
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England because driven out by excessive irredeemable 
paper. ‘‘Specie will be sent abroad to discharge a debt 
only when it is superabundant; only when it is the 
cheapest exportable commodity.* . . . If the Bank were 
to diminish the quantity of their notes until they had in- 
creased their value 15 per cent, the Restriction might 
safely be removed, as there would be no temptation to 
export specie.’’‘ All this is inconsistent with the pur- 
chasing-power-parity idea as set forth by preceding 
writers. 

By assuming paper to be somehow debased, Ricardo 
could plausibly argue that foreign bills (payable abroad 
in gold) could be bought with Bank notes only at a high 
premium because gold in London was at a premium and 
this because the notes were debased. Actually the pre- 
mium on both gold and foreign bills was in large measure 
due to the fact that the total demand for remittances 
(including subsidies) was exceedingly great. Putting it 
somewhat differently, Ricardo assumed that gold was 
still effective as a legal standard and could never itself 
rise in price in terms of paper. It was always paper that 
fell, not gold (or foreign money) that rose. This is the 
fundamental basis on which the alleged ‘‘ proof” of de- 
preciation, as the exclusive cause of exchange deviations, 
rested, and it is vitiated by the consideration that in an 
inconvertible system gold becomes a commodity, used 
chiefly in foreign payments along with bills; and that, 
far from being a fixed standard, to which all nations may 
‘“‘unerringly refer,’ it may become (especially under 
conditions such as existed at this juncture) an article 
subject to unusual fluctuations of demand and supply. 


3. High Price of Bullion, p. 269. Ricardo’s tendency to argue as if gold was actually 
being exported by reason of currency excess appears more strikingly in his subsequent 
Reply to Bosanquet (1811) and in his well-nigh interminable controversies with his 
friend Malthus. Cf. Letters of Ricardo to Malthus, passim, and the Appendix to the 
second edition of the High Price of Bullion (1811). 


4. Ibid., p. 279. 
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What was purchased with paper in London was either 
gold or the use of a foreign balance, both of which were 
relatively difficult to obtain because of a current supply 
inadequate to extraordinary demands — as well as be- 
cause purchased with British paper circulated in un- 
usual abundance. 

Ricardo endeavored to attribute the ‘‘fall” of paper 
sometimes to the Bank’s deliberate and mischievous 
liberality in making loans (whether mainly to the state 
or to business was not made clear), and more often, and 
more subtly, to a mere inherent debasement in quality.® 
This could easily be translated, however, into ‘“‘excess”’ 
by supposing that a contraction of the circulation (on 
the strict analogy of withdrawing part of a debased 
coinage) would improve its value. ‘‘Excess’”’ would not, 
then, refer to an amount exceeding that which would as- 
sure a stable general price level, but, in the more special 
sense, to an amount exceeding the quantity that would 
maintain the price of gold at the mint price and the ex- 
changes at par— even tho the foreign debt “equalled 
the largest subsidy ever given by this country to an 
ally.” All this reasoning, it must be noticed, was in the 
direction of establishing the main point, that is, plau- 
sible ground for immediate contraction of the Bank’s 
accommodation. Bank notes were somehow depreciated 
in terms of gold; contraction would remove the deprecia- 
tion ; hence they were also “‘excessive”’ ; hence they were 
“depreciated by excess.” Ricardo did not deduce the 
exchange deviations from domestic price elevation as 
Horner had done. The price-level changes were an in- 
cidental result of the ‘‘depreciation,”’ and were attribu- 


5. In Ricardo’s subsequent treatise on the Principles of Political Economy and Taxa- 
tion (1817), chapter vii, he says: “‘ By sending 130 good English pounds sterling to Ham- 
burgh, even at an expense of £5, I should be possessed there of £125; what then could 
make me consent to give £130 for a bill which would give me £100 in Hamburgh, but 
that my pounds were not good pounds sterling? they were deteriorated, were degraded in in- 
trinsic value, below the pounds sterling of Hamburgh.” (My italics.) 
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table to that cause to a degree not exceeding that regis- 
tered by the direct and conclusive indices.’ In this 
curious and subtle twist of ideas, as well as in his 
“‘proof’’ of ‘depreciation by excess,’”’ Ricardo’s thought 
was a reversion to the superficial pronouncements of 
Fox or Boyd rather than an advance to new and clari- 
fied analysis. 

Ricardo’s central purpose, apparently, was to force 
the Bank to immediate resumption of payments; and 
in all his writings he manifested an extraordinary hos- 
tility and harshness toward the Bank. He charged the 
Bank directorate with having the arbitrary and danger- 
ous power “‘of diminishing at its will the value of every 
monied man’s property, and by enhancing the price of 
provisions and every necessity of life, injuring the pub- 
lic annuitant and all those persons whose incomes were 
fixed.’’’ His bullion pamphlet was hardly more than a 
polemical tract directed against the Bank. So little 
significance did its author attach to the other banking 
institutions of the country that he even argued that one 
of the causes of the “‘excess” of Bank notes was the ex- 
pansion of the country issues, which had thereby nar- 
rowed the field within which the Bank’s issues could 
circulate; the latter overflowed, in other words, a con- 
tracted channel — a truly remarkable opinion. 

Again, Ricardo appeared to have no constructive sug- 
gestion as to the proper relation of the Bank to the 
financing of the government’s pressing needs. The pos- 
sibility of immediate resumption having an embarrass- 
ing effect upon the Treasury’s current operations seems 
never to have occurred to him. Since he professed not to 
see any causal relation between the heavy remittances 
abroad for army and subsidies (regarding which a very 


6. See Ricardo’s evidence before the Committee on Resumption of Payments (1819) 
for a statement of this portion of his doctrine. 


7. Morning Chronicle, August 29, 1809. 
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active member of London’s great clearing center of cur- 
rent news ought certainly to have been well informed) 
and the issue of Bank credit to the state on Exchequer 
bills for the purchase of foreign exchange, he did not 
raise the question of the possibility of an immediate re- 
sumption draining the Bank of its reserve and forcing it 
quickly into the bankruptcy which had been so nar- 
rowly averted in 1797. What possible explanation, 
other than ignorance of the facts, can be given for a 
leading financial figure attempting to force a central 
bank into an obviously impossible situation at a critical 
stage of a great war? Why should Ricardo have seen 
the Bank in so different a light from that of the vast 
majority of merchants, bankers, and traders of Lon- 
don? How explain his persistent emphasis upon its sup- 
posedly enormous profits and its ‘‘very dangerous 
power,” which might “involve many thousands in 
ruin”? Why the striking similarity between Ricardo’s 
attitude and policy and that of the Parliamentary Op- 
position? A study of Ricardo’s environment will per- 
haps reveal an answer. 

In Ricardo’s day the membership of the Stock Ex- 
change comprised two main factions: the contractors to 
public loans, who naturally took the bull side of the 
market, and the professional broker-jobbers, who took 
the bear side in order to derive profits on “‘continua- 
tions.’”’ This group borrowed money at five per cent 
(the maximum legal rate) from local and provincial 
bankers, and loaned it — with no limit to the possible 
rate*— to the public, who purchased government 
stock (the principal type of security traded in at this 
time) upon an installment or margin basis. There were 
but two places where loans upon the collateral of the 


8. See the evidence given by Ricardo and others to the Commons’ Committee on the 
Usury Laws, in 1818. 
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public funds could always be obtained: (a) the stock- 
jobbers, and (6) the private banking house of Goldsmid 
and Co. Between the stock-jobbers and the Goldsmids 
there was no very cordial feeling, since the Goldsmids 
did not charge above five per cent on loans and were able 
greatly to extend this branch of the business because the 
Bank of England was becoming increasingly active in 
the line of mercantile discounts. The Bank was very 
unpopular among the Stock Exchange bears because, 
while it did no lending on stock collateral, it did, by in- 
creased discounts and the provision of a liquid rediscount 
market, enable the Goldsmids to obtain ample funds, 
which the smaller houses would otherwise have in- 
vested in bills, and to employ them in collateral loans.® 
This greatly reduced the power of the inner clique of 
exchange professionals, of which Ricardo seems to have 
been an acknowledged leader, to exact the former high 
level of continuation rates, sometimes netting 100 per 
cent per annum, which formed the basis of their rapidly 
augmented fortunes. Benjamin and Abraham Gold- 
smid always stood ready, not only to loan upon the 
funds, but to purchase them, so that they formed an 
increasingly important support for the contractors who 
were all too often the victims of skillfully engineered 
price depressions soon after they had negotiated on a 
definite basis for the floating of a new war loan. This 
had been Boyd’s experience in 1796. By depressing 
prices in this way (a process very easy under the loose 
Exchange rulesof the time) the bear-jobbers bought in at 
a low figure and then sold the stock for time, maintain- 
ing a high rate of interest on their advances and dis- 
couraging theconclusion of margin holdings by sustaining 
thedepression of prices as long as possible. An Exchange 

9. The banks in general preferred to have nothing to do with loans on public stock be- 


cause of its erratic movements in price and the degree of manipulation known to be prac- 
tised on the Exchange. 
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contemporary of Ricardo, identified as J. Lancaster, 
tells us that, while the public Joan agents were every 
day hustled and mocked on the floor of the House, 
““Milord David, the bear-general, like a commanding 
officer upon his own parade, may be observed walking 
up and down uninterrupted and earnestly persuading 
Mr. Shallow, that, by the price of bullion, or by what 
guineas fetch in France on the foreign exchanges, stocks, 
instead of 69, should be 49.” 2 

The persistent attack on the Bank of England there- 
fore promised a double advantage to the professional 
jobbers. It would affect the temper of the business com- 
munity and depress security prices, and, secondly, it 
promised to restore the system prevailing in the early 
years of the War, by which outside funds were kept 
pretty well out of the hands of speculators in public 
stock. In this way the continuation-interest system 
within the House might be restored to full profitable- 
ness. The publication of a tract emanating from an in- 
fluential source and calling for drastic credit contraction 
operated undoubtedly in the direction of creating anx- 
iety, perplexity, and embarrassment. And “‘to codper- 
ate with the Bullion pamphlet without,” Lancaster 
tersely remarks, “‘stock was offered often within the 
House at 20 per cent or thereabouts under the price, on 
condition of the payment in guineas.” ? The price of the 
funds, in fact, fell abruptly late in 1810; the Goldsmids 
were placed in a desperate predicament, and one of the 
partners committed suicide. 

Ricardo was not content to let the matter rest with 
the publication of a pamphlet, and, working through his 


1. A rare tract entitled (in part) The Bank, The Stock Exchange from the Times of 
Boyd to those of Bowles, 1821 (p. 56). Authorship attributed to J. Lancaster, in Hal- 
kett and Laing’s Dictionary of Anonymous and Pseudonymous Literature. Much of the 
above account is drawn from this apparently well-informed “insider.” The tract is in 
the British Museum collection. 


2. Op. cit., p. 47. 
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friend Francis Horner, who now sat in the House of 
Commons, he began at once to agitate his program in 
Parliament. Horner managed to have a Committee ap- 
pointed to canvass the subject of the high price of specie, 
the state of the exchanges, and other alleged signs of im- 
pending ruin, and “to report the same with their ob- 
servations thereupon, from time to time, to the House.” 
Horner headed the Committee, and was assisted prin- 
cipally by Henry Thornton (who was M.P. for South- 
wark) and William Huskisson, lately of the Treasury. 
Hearings were held and all three of these gentlemen 
collaborated in drawing up, by way of report, a ‘‘motley 
composition”? which has ever since exerted an extra- 
ordinary influence upon economic thought. * 

The Committee first called and examined witnesses, 
including prominent business men, bankers, bullion- 
brokers, and others. Most of them pointed out that the 
phenomena under consideration were natural and in- 
evitable consequences of war-time conditions: the re- 
strictions by the enemy upon commerce; the army 
financing and subsidies; the difficulties of making remit- 
tances owing to naval and military operations — all of 
which, with suspended cash payments, raised the paper 
price of bills and bullion. Few were inclined to admit 
that ‘“‘depreciation” of Bank notes existed — the word 
suggesting to most of them, as to the public generally, 
the existence of open discredit. The Governors of the 
Bank were put through several grilling examinations, 
during which, carried rather too far by their convictions, 
they denied any possible connection between the 
amount of their issues and the prices of exchange and 


3. It is surprising to find the statement in Alfred Marshall’s recent volume, Money, 
Credit and Commerce (p. 41), that ‘‘ Ricardo was one of the powerful thinkers, who 
wrote the great Bullion Report of 1810." A similar error is made by Joseph French 
Johnson (Money and Currency, new edition, p. 292) in stating that Ricardo was a mem- 
ber of the Bullion Committee. That Ricardo influenced very greatly the opinions con- 
tained in the Report, however, is undeniable. 











MONETARY POLICY OF GREAT BRITAIN 431 


specie. They claimed that their methods of making 
commercial advances were calculated to meet the legiti- 
mate demands of conservative borrowers, and that 
under the circumstances they could better serve the 
country by cautious and judicious lending than by in- 
cessantly juggling their circulation to conform to the 
vagaries of the foreign bill market.‘ 

The Committee, however, brushed aside all this evi- 
dence, and composed an essay on principles strictly in 
line with the ‘‘bullion” theory. Their introductory 
considerations are, so far as they go, eminently sound: 
that the quantity of the circulating medium has an im- 
portant causal relation to prices; that inconvertible 
paper opens the door to abnormal possibilities and to 
abuse, with grave social and economic consequences. 
Some emphasis at this time upon fundamental truths 
was no doubt appropriate, in view of a professed infla- 
tionist sentiment which was beginning to crop up in 
various quarters. The great majority of the public, in- 
cluding Parliament, however, appear to have been in no 
danger of becoming adherents to radical proposals for 
‘ideal standards” and for unlimited cheap credit as 
permanent institutions. The Restriction Act, more- 
over, had already definitely provided for the restoration 
of the gold standard within six months after the close of 
the War. But the Report of Horner’s Committee, by its 
preoccupation with non-essentials, by the disregard of 
important evidence, and by practical proposals of the 
rashest character, instead of making essentially sound 
principles, and the desirability of effective precautions, 
better appreciated, aroused the indignation of loyal 
Englishmen. By twisting simple truth until it appeared 


4. As Professor Foxwell says, ‘‘ The directors considered that the loss of exchange and 
gold parity was a lesser evil than a general financial collapse would have been. . . . 
Their instinct was perhaps sounder than their reasons." (Journal Royal Statistical So- 
ciety, vol. 83, p. 287.) 
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ridiculous, the Report had the effect of giving the un- 
sound-money party added encouragement and a new 
weapon. 

In investigating the causes of the “high price of bul- 
lion” a Parliamentary committee might have been ex- 
pected to examine the matter coolly as an urgent and 
practical problem in war finance, even tho the pam- 
phleteers did not. How, for instance, might the current 
funds needed by the government be best obtained 
with the least inflation? how might the country’s 
credit institutions as a whole be mobilized to meet the 
needs of the situation and strengthened against abuse? 
— All this did not seem to interest the Committee, who 
wished to study bullion. They proceeded to analyze 
the bullion and foreign exchange markets into two dis- 
tinct entities, both divorced from any relation to the 
War. They argued that gold, notwithstanding the 
Suspension, was still the standard; hence it was paper 
which fell because degraded.’ Gold, furthermore, had 
not risen in value on the Continent — a curious ir- 
relevancy arising from the belief that gold was a stable 
international “‘standard” by which the value of paper 
could always be tested. As for the exchanges, the 
doctrine of a distinction between “‘real” and ‘‘nominal”’ 
deviations of exchange from par was further elaborated. 
A “real” deviation arose from the general balance of 
payments, that is, demand and supply of bills; a ‘‘nomi- 
nal” deviation was that part due to an altered condition 
of the currency, as in the case of a debased coinage. The 
extent of ‘‘real” deviation, it was supposed, could al- 
ways be easily measured; it never could exceed the 
costs of shipping specie. All else was ‘‘nominal” and 
registered ‘“‘depreciation.”” This hypothesis, so plau- 
sible at first blush, is thoroly erroneous, since it involves 


5. A view given great emphasis also in the well-known pamphlet by Mr. Huskisson, 
in which he sought to popularize the conclusions of the Committee. 
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slipping back to the idea of gold necessarily selling at the 
old mint price in settling international balances, when 
purchased in irredeemable paper which is not excessive 
or depreciated. When a country’s currency consists of 
inconvertible paper, the balance of payments alone, act- 
ing upon specie and bills simultaneously (as alternative 
instruments or remittance) may cause deviations from 
the original (now inoperative) par to almost any extent 
— even, conceivably, without excess or price inflation in 
the domestic equation of exchange. 

In attempting further to prove that commercial fac- 
tors could not account for this divergence, the Commit- 
tee utilized a set of hopelessly inaccurate “official” 
trade values based on seventeenth-century prices,® 
which happened to indicate a handsome favorable bal- 
ance — on the convenient assumption that the values 
of all net imports from the Orient, as well as from all 
British colonies and plantations, went into the pockets 
of Englishmen. A calculation of the commercial bal- 
ance with the Continent alone for a few years, by means 
of specially prepared ‘‘real” values, revealed a very 
scant “favorable” margin as compared with the corre- 
sponding official values. This table was relegated, with- 
out comment, to an obscure appendix (copies of which 
were not available to the general public for many 
months). On the balance of payments as a whole their 
researches yielded only meager results, largely for the 
reason that adequate data of the important items of 
military remittances were not obtained — even tho (or 
possibly because) one of the Paymasters-General, 
Charles Long, was a member of the original Committee.’ 
In the absence of data, the Committee resorted to hy- 


6. See Part I.of this study, Quarterly Journal, February 1924, pp. 228, 229. 

7. ‘‘ Your Committee had hoped to receive an account of these [remittances] from the 
table of the House; but there has been some difficulty and quent delay in ing 
& material part of the Order.” Long resigned from the Committee shortly after his ap- 
pointment, perhaps in preference to handing over to such a body the highly confidential 
information in his charge. 
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pothesis: if the foreign payments of the State had 
created marked deviations from exchange parities, this 
could be only a very temporary matter, since foreigners, 
attracted by low prices of sterling, would forthwith be- 
gin to buy British commodities and thus immediately 
expand British exports, with the result of readjusting 
the balance of payments. It happened that many 
erstwhile foreign buyers had other preoccupations 
at the moment.’ It should be said in justice to 
Thornton that he still appreciated the importance of 
the balance of payments; but in his contribution to the 
Report he somewhat modified his earlier opinions, stat- 
ing that while the military situation had originally 
created the exchange deviations, the excess of currency 
prevented their improvement. He apparently had but 
meager information as to the amounts involved.’ 

The Committee attacked the Bank without grace or 
mercy. The directors were arraigned for having ne- 
glected the cardinal principle of sound banking in not 
regulating their issues strictly in accord with the prices 
of exchange and specie, a principle applicable only to a 
convertible system. The notes of the Bank were repre- 
sented in the familiar way to be the foundation upon 

8. ‘‘I suppose,’ Horner wrote to Dugald Stewart in November 1810, ‘‘it is with re- 
spect to the wages of labour and the pay of the army and navy that you wish we had 
spoken out more fully, and followed out the consequences of our reasoning. . . . But in 
first breaking the subject against the prejudices of a large portion of the English public, 
and against the arts of misrepresentation which Government and the Bank were sure to 
put in practice, it seemed more advisable to rest the argument upon those grounds with 
which it was most difficult to mix any topics of declamation.’’ (Memoirs of Francis 
Horner, vol. ii, p. 39.) 

9. Mr. R.G. Hawtrey, in reviewing Professor Cannan’s reprint of the Bullion Report, 
speaks of the Bullion Committee’s ‘‘ exposure of the Balance of Trade [sic] fallacy,”’ and 
appears to regard that principle as merely an erroneous popular notion: ‘‘ Indeed, the 
fallacies against which the Bullion Committee contended are widely prevalent at the 
present time. They are confidently voiced by bankers, politicians, and others . . . who 
yet hardly seem to be aware that the Balance of Trade [sic] theory is not the last word of 
scientific thought.”’ (Econ. Journal, 1920, vol. xxx, p. 91.) We must examine, of course, 
each case on its own merits; but a realization of the wide divergence between fact and 
supposedly enlightened temporary opinion one hundred years ago may restrain us 


from dogmatizing about our present problems of international exchange and European 
currency. 
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which the country circulation rested. Perhaps the most 
extraordinary single feature of the Report was its com- 
plete exoneration of the country banks, despite tremen- 
dous increase in their number and the grave abuses in 
their operations. They were praised for their helpful 
services to trade and industry, and Parliament was 
earnestly advised to leave their reckless career free and 
unmolested.! 

There are several reasons, aside from Ricardo’s in- 
fluence, for the preoccupation of the “‘bullionist”’ writ- 
ers with the notes of the Bank of England, and their 
scant attention to, and greatly misconceived notions of, 
the remainder of the credit system. One was the close 
association of the Bank with public finance, serving the 
ends of a War which was opposed in principle by some 
supporters of the deflation idea. Another was the fact 
that the figures of the Bank’s accounts, which only 
gradually found their way into print by way of occa- 
sional Parliamentary Reports, very rarely included 
significant details of the assets, or of the important de- 
posit item of the liabilities.’ 

1, “I have no doubt,” Horner wrote to T. R. Malthus in September 1810, “‘that, at 
no distant time, the evils, proceeding from the want of responsibility of the Bank, will 
get to such a pitch, as to force upon Parliament a recurrence to the old systems [gold 
standard]. I am only afraid that some mischief may be done in the mean time, by inter- 
fering unwisely with the country banks, and with that diffused and subdivided credit, 
afforded by their means, to the enterprises of small capitalists in remote parts of the 
country.” (Horner’s Memoirs, vol. ii, p. 36.) 

Mr. William Leatham estimated the total country bank circulation in 1819 (after two 
successive periods of deflation had occurred) at £24,000,000. (Parl. Papers, 1819, vol. iii, 
Lord’s Report, App. F11.) The Bank did not publicly press for reform of the country 
bank evil perhaps because it professed to be itself the ‘‘ regulator” of the entire system. 
To confess that the system was at fault might have prejudiced one of the Bank’s cher- 
ished traditi and its subsequent prestige when convertibility was restored. 

2. The notable Parlia tary investigations of banking affairs conducted in 1797 
(Suspension), 1810 (Bullion Report), 1819 (Resumption Question), 1831-32 (Charter 
Renewal), and others since, furnish a mass of statistics, elaborately complete in some re- 
spects, but incapable of showing accurately either the variations in the Bank’s loans to 
the government or the reserve. The figures for its di ts of cial paper were 
withheld until 1832, when quarterly data since 1797 were published. (Parl. Papers, 
1831-32, vol. vi.) To the Bullion Committee, the Bank vouchsafed only a ‘‘ proportion- 


ate scale” of their discounts, which the Committee were forbidden to divulge in their 
Report. 
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In attempting to prove statistically that the Bank 
of England had actually issued excessive notes, the 
Committee found the data somewhat refractory, since 
during a period of twelve years the total issues had risen 
to the extent of £8,000,000, of which £4,500,000 were 
the smaller notes, which had mainly displaced coin. To 
reconcile supposed cause with observed result, they 
argued that the velocity of the circulation had been 
vastly increased. Scant attention was paid to the up- 
ward trend of the physical volume of British business.* 

Much more than this, indeed, is insinuated in the Re- 
port, especially in certain passages fairly attributable to 
Francis Horner. Thereis a subtle implication that it 
was not, after all, the quantity of the notes, but some- 
thing in their quality — their intrinsic acceptability — 
which was at fault. The slippery term “depreciation,” 
altho accounted for on quantitative grounds, lent itself, 
as it did in the writings of Horner and Ricardo, all too 
easily to this other meaning. Occasional hints of simi- 
larity between Bank notes and Assigndts, and the hard- 
worked Ricardian analogies with debased coin, point to 
grave apprehensions in the minds of the Committee, 
which are revealed in a telling sentence in their con- 
clusion: ‘‘A return to the ordinary system of banking 

. alone can effectually restore general confidence in 
the value of the circulating medium of the kingdom.”’ ‘ 

The Committee’s suggestions for practical policy 
(which they gave without having been asked for them) 
are most extraordinary. A return to cash payments 
they declared, even tho the War continued, and its scope 
enlarged, must be accomplished; preferably at once, but 


3. Even assuming a doubled velocity, however, a net increase of £7,000,000 of effective 
large notes in twelve years could hardly be regarded in itself as a national menace. See 
the chart of foreign trade volume in the preceding article. 


4. Cannan, Paper Pound, p. 70. 
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at most within two years.® It is needless to dwell upon 
the manner in which counsel so remarkable was re- 
ceived. The plausible arguments supporting it found 
ready acceptance in certain circles; but the Report im- 
mediately occasioned minute and pointed criticism from 
merchants and financiers. The recommendations were 
negatived by a decisive majority in the House when the 
Report was debated in 1811; but not until the support- 
ers of the government had unfortunately been led into 
very extravagant nonsense in their somewhat flustered 
efforts to meet a subtle indictment of the nation’s credit 
and at the same time avoid divulging too much valu- 
able information to the enemy. The most important 
immediate effect of the Report, at any rate, was to 
create a general fear of abrupt and arbitrary deflation, 
which contributed to precipitating, in 1810 and 1811, 
one of the most desperate commercial revulsions and 
financial panics ever known in England. 

It is remarkable that while in 1809 Ricardo demanded 
a “‘partial void” in the currency to right the exchanges, 
in 1819, when resumption was under consideration, he 
admitted that resumption at the original mint price of 
gold (£3, 17s. 103d. per ounce) was justifiable only be- 
cause at the moment the deviation from par was, he 
thought, but four or five per cent. Had it been more 
than this small margin in 1819 he would have advised 
“devaluating” the pound to a new level, rather than 
deflation and par resumption.’ Having become a landed 


5. At this point again Thornton took a more moderate view; it is known that he dis- 
agreed with his colleagues in the matter of requiring the Bank to resume prior to the 
close of the War; his object (essentially nugatory) was to have the Bank regulate or 
vary the volume of its issues to conform with the rates of foreign exchange. 

6. The appearance of this Report, so strangely congenial to French hopes and de- 
signs, caused general satisfaction in Paris. ‘‘In the embarrassed state of her commerce 
with the Continent,” observed the Journal de l’Empire, ‘England having no other relief 
but the Bank discounts, the very day when the Bank shall be obliged to pay in specie, 
the presence of the Berlin and Milan Decrees will be felt in all its Forcr.’’ (Quoted in 
the Times, September 21, 1810.) 

7. See his evidence in Parl, Papers, 1819, vol. iii. 
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country gentleman, Ricardo now hesitated to advocate a 
policy which would have reacted to the disadvantage 
of the agricultural interests, which had already suffered 
greatly in the price decline of 1816. Restoring a gold 
basis would remove the “depreciation”’ of five per cent 
and lower prices by only five per cent. 

Summarizing the main theme of this discussion, it ap- 
pears that essentially sound principles regarding the ef- 
fects of convertible currency expansion upon commodity 
prices and rates of foreign exchange came to be applied 
by certain influential publicists to war conditions and 
inconvertible paper, without proper qualifications and 
without the slightest regard to existing political cireum- 
stances. Policies regarding the currency were proposed, 
which rested upon an exaggerated sense of the national 
importance of abnormal exchange rates, and upon an 
almost incredible misunderstanding of the Bank of Eng- 
land and lack of concern for its safety. While a cur- 
rency immediately convertible into gold, and a policy 
of regulating banking credit according to the observed 
tendency of commercial forces to cause gold inflow and 
outflow, are both sound and important elements of 
financial principle under normal conditions, they neces- 
sarily become hopelessly impracticable in a major war 
of any duration. The insistence by certain interests at 
that time upon the regulation of credit. by the Bank of 
England according to variations in rates of exchange and 
specie grew out of several misapprehensions: first, that 
the Bank of England was, under the prevailing condi- 
tions, still the ultimate source and prime manufacturer 
of credit; second, that the deviations in exchange and 
bullion from par were due wholly to readjustments in- 
volved in the impact of inflated currency upon the 
prices of staple commodities; and again, that a moder- 
ate reduction of the currency could attract specie from 
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abroad. There is no doubt that the total currency was 
inflated, but the inflation was due far more to the ex- 
cesses in country banking than to the operations of the 
Bank of England. 

It is curious to reflect how well the fundamental 
principles of the Bullion Report, leaving aside the 
numerous errors of fact and inference, have been found, 
during the last half-century, to apply in the banking 
practice of advanced commercial countries under normal 
conditions. Had these same principles, however, been 
rigidly followed under the circumstances to which its 
authors believed they peculiarly applied, there would 
probably be no British Empire today. 


NorMAN J. SILBERLING. 
UNIVERSITY OF CALIFORNIA. 
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Significance of par value, 441. — Difficulties arising from its use, 444. — 
Removal of par value as a solution of the difficulties, 446. — First objec- 
tion to the use of shares without par: effect on stockholders’ liability, 
451. — Their liability under present no-par stock laws, 452. — Can 
effective liability be secured without par value? 460. — Second objec- 
tion: that no-par shares may be issued at too low prices, 462. — Con- 
clusions, 464. 


Ir is hard to be critical of a plausible reform. It is 
especially hard to be critical when the reform commends 
itself as, on the whole, a desirable one. Perhaps this 
fact may account for the surprisingly scant notice that 
most writers have taken of the dangers created by the 
removal of par value from shares of stock. And perhaps 
it may also help to explain the failure of the recent no- 
par stock laws to provide proper safeguards against such 
dangers. 

Not all the writers on this subject, however, have been 
guilty of an uncritical attitude. Some, indeed, have 
been so keenly aware of the possible dangers of remov- 
ing par value that they have doubted the wisdom of the 
change, while a few have been outspoken in condemning 
the new type of security as an instrument of injustice 
and fraud. It is true that these critics seem to be in a 
minority; yet their high reputation and their disposition 
to place the public interest ahead of the interests of any 
special class give to their views a weight quite out of 
proportion to their numbers.! 


1. An early criticism was made by Professor W. Z. Ripley, Railroads: Finance and 
Organization (N. Y., 1915), p. 91. In personal correspondence Professors John H. Gray 
and Allyn A. Young have expressed misgivings about the removal of par value. But the 
most severe and thorogoing published criticisms are from the pen of Mr. William W. 
Cook, noted authority on corporation law, whose recent articles attacking the no-par 
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For the reasons suggested above it may not be too 
late to review the case for and against the removal of 
par value with special attention to the negative side of 
the controversy. One question in particular must be 
discussed at length: namely, whether the criticisms, to 
the extent that they are valid, apply merely to the pres- 
ent statutes, or whether they expose weaknesses in the 
very principle of issuing shares without a par value. As 
a starting-point for this study it will be convenient to 
note the functions that par value is meant to serve when 
it is present. This will clear the way for a discussion of 
the results that may be expected from the removal of 
the dollar sign. 


Significance of Par Value. — In current textbooks on 
corporation finance one sometimes runs across the as- 
sertion that the par value of stock is meant to represent 
the real value of the enterprise, which is based largely on 
the earning power capitalized at current rates of in- 
terest. Such a point of view is unfortunate, since it ob- 
scures completely the real significance of par value. Its 
purpose is not to reflect the market value of the enter- 
prise, which is constantly shifting and which therefore 
cannot be set by the face value of the stock certificates; 
instead, its purpose is to indicate the capital that share- 
holders have agreed to contribute, which is a matter of 
history and which is therefore fixed.? 

Why the amount of this subscribed capital should be 
kept prominently on record will be clear to anyone who 
recalls that limited liability is the outstanding char- 


stock laws have brought forth vigorous defenses from supporters of the plan: 7 Ameri- 
can Bar Association Journal (1921), p. 534; 19 Michigan Law Review (1921), p. 583; 
1 Cook on Corporations (8th ed.), p. 291. For other discussions, favorable and unfavor- 
able, see the bibliographies on shares without par valuein J. Hugh Jackson, Audit Work- 
ing Papers (N Y., 1923), p. 184, and in James C. Bonbright, Railroad Capitalization 
(N. Y., 1920), p. 100. 

2. The writer has discussed this point at length in an earlier article, ‘‘ Earning Power 
as a Basis of Corporate Capitalization,” in this Journal, vol. xxxv, p. 482 (1921). 
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acteristic of the modern business corporation. Under 
our laws stockholders do not have unlimited personal 
liability for the corporate debts. Ordinarily creditors 
must look solely to the assets of the corporation for pay- 
ment of their claims. But these creditors would be quite 
unprotected if they were not given some measure of as- 
surance that the corporation will possess assets to pay 
off their claims. In order to provide this assurance, so 
far as it seems practicable to do so, the law requires busi- 
ness corporations to state a capital with which they will 
do business. The amount of this capital is set by the par 
value of the outstanding shares. When a corporation 
states that it has issued one million dollars of capital 
stock and that the stock is “‘full-paid and non-assess- 
able,” it represents that its stockholders have contrib- 
uted as a capital fund one million dollars in money or 
in money’s worth of property. Let us suppose that this 
corporation secures a loan from an investor who relies 
on its statement as to its paid-in capital. And let us 
suppose further that the company later becomes insol- 
vent and fails to pay its debt. Has the creditor any 
remedies against stockholders or officers of the corpora- 
tion for the amount of his claim? Under two circum- 
stances he has a remedy. If he can prove that the 
stockholders, altho subscribing for one million dollars of 
stock, have not paid in its full par value, he can hold 
them personally liable up to the amount remaining 
unpaid.‘ Or, if he can prove that the stated capital, 
altho originally contributed in full, has become im- 

3. Some writers condone the practice of stock watering on the ground that no sen- 
sible creditor places any faith in the nominal capitalization of a corporation, since he 


knows that it is probably fictitious. One might as well defend false advertising on the 
ground that no one should be so innocent as to believe the advertisers. 


4. This statement should be qualified by various limitations against the enforcement 
of stockholders’ liabilities, depending on the jurisdiction under which the case is settled. 
Most important among these limitations is the ‘‘ good-faith’ rule, discussed in a later 
section of this article. 
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paired by the payment of unearned dividends, he can 
hold the directors liable to the extent of these illegal . 
dividends, and in some jurisdictions he can also require 
a return of the dividends by the stockholders. 

Taken together, these remedies of creditors against 
stockholders and directors have often been upheld 
by American courts, on the ground that the capital of 
a corporation is a trust fund for the benefit of credi- 
tors. Within recent years the ‘‘trust-fund doctrine” 
has been rejected by the best legal authority.’ But on 
whatever basis the remedies may be justified, they have 
been accepted as an essential part of the corporation law 
of this country. And the general tendency of statute 
law, except for the recent no-par stock laws, has been to 
increase rather than to diminish their force. 

It is not alone the creditors, however, whom par value 
is designed to protect. Purchasers of stock, no less than 
creditors, should be informed as to the amount of capital 
represented by each share, and should have the right to 
hold original subscribers liable in case the stated capital, 
as indicated by the par value, has not been actually con- 
tributed. Unfortunately, under our present laws this 
right of stockholders has been practically destroyed by 
various defenses and estoppels. Consequently, in dis- 
cussing the functions of par value and the effects of its 
removal, we shall emphasize the rights of creditors, who 
have something fairly definite to lose, rather than the 
rights of stockholders, who are already in so precarious 
a position that their status could hardly be worse. The 
two cases, however, are the same in principle, since any 
measure that serves to protect creditors against an over- 
statement of the invested capital can be designed also to 
protect innocent stockholders. 

The above points are elementary. Nevertheless they 


5. See 1 Cook on Corporations (8th ed.), p. 49. 
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have been too often overlooked in discussions of shares 
without par value. To overlook them is to miss the real 
nature of the problem. What becomes of the concept of 
capital stock and of the principle of stockholders’ and 
directors’ liabilities when par value is removed? On the 
answer to this question the whole case for no-par shares 
must stand or fall. 


Difficulties arising from the Use of Par Values. — 
Granting that par value is designed to perform an im- 
portant service, we have now to account for the success 
of the effort to abandon its use. And we shall find the 
answer in the fact that it performed this service very 
ineffectively. 

It is a commonplace to business men that in actual 
experience the personal liabilities that are presumed to 
attach to holders of part-paid shares have rarely been 
available as a practical remedy to corporate creditors. 
The limited liability of stockholders that takes the place 
of the full liability of partners has turned out to be 
mostly limit and not much liability. Stock watering has 
been the general practice rather than the exception, at 
least in the flotation of large issues for public consump- 
tion. Yet in only relatively few such cases have credi- 
tors been able to collect from, or even to obtain judg- 
:” ment against, shareholders on the basis of liability for 
part-paid shares. 

How may one account for such a discrepancy between 
principle and practice? To this question no simple an- 
swer is sufficient. Various circumstances have so weak- 
ened the remedies of creditors as to make them generally 
unenforceable. To consider all of these circumstances 
would take us too far afield from our present study. 
But two of them should be noted here. 

The first and most serious difficulty arises where stock 
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is issued for property or for services rather than for cash. 
Here the trouble lies in setting a proper value on the 
property or on the services. When a promoter organizes 
a corporation, he generally accepts stock of the company 
in exchange for property of different kinds. Suppose 
that the company subsequently fails, and that creditors 
sue the promoter for a balance due on his subscription, 
alleging that the value of the property was not equal to 
the par value of the stock issued in exchange for it. Can 
these creditors bring such clear proof of overvaluation 
as to cause the court to set aside the recorded judgment 
of the directors, who are probably on record as asserting 
that, in their opinion, the property was worth par? 
Even in those states that accept the “‘true-value”’ rule 
rather than the “‘ good-faith” rule, the court will be dis- 
posed to give the promoter the benefit of any doubt.® 
But in the majority of states, where the ‘‘ good-faith” 
rule prevails, the creditors must prove, not merely that 
the valuation was excessive, but also that it was fradu- 
lent. Of course this is a heavy task. 

The second obstacle to the enforcement of stock- 
holders’ liability, while not of such general application 
as the first one, is of even more importance to our pres- 
ent study, because it is entirely removed by the use of 
shares without par value. It arises from the fact that a 
corporation, after making an original issue of stock, may 
need to raise more capital by further stock issues, but 
may be prevented from marketing this stock at its full 
par value. This difficulty has often been urged by 
stockholders as a defense against liability for part-paid 
shares. It was so urged before the Supreme Court of the 
United States in the leading case of Handley v. Stutz.’ 
The decision in this case upheld the defendant stock- 


6. The “‘true-value ”’ rule requires mere proof of overvaluation, as distinct from the 
“‘ good-faith” rule, which requires proof that the overvaluation was fraudulent. ‘‘ Fraud- 
ulent”’ overvaluation is usually taken to mean deliberate gross overvaluation. 


7. 139 U. 8., 417 (1891). 
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holders, on the ground that an embarrassed corporation 
in need of further capital, but unable to market its stock 
at par, might issue shares at the best possible price, and 
that these shares would not be subject to further assess- 
ment. A clearer case of judicial law-making in the in- 
terest of ‘‘expediency” would be difficult to find. Yet, 
despite its astonishing character, this decision has been 
followed in subsequent cases, not merely before federal 
courts but before state courts as well. How far it would 
prevail against the different state laws aiming to prevent 
fictitious stock issues is an open question. But at all 
events it shows to what extremes the courts have gone 
in winking at the practice of stock watering when such 
practice is defended on grounds of necessity. And it 
points clearly to a critical weakness in the use of par 
value as a measure of stockholders’ liabilities, a weak- 
ness which the removal of par value promises to cure. 


Removal of Par Value as a Solution of the Difficulties. — 
The two preceding sections, on the purposes of par value 
and on the difficulties to which it has given rise, were 
designed to clear the way for a discussion of shares with- 
out par value. With the history of this proposal and 
with an account of its more and more widespread adop- 
tion by the various states there is no need to try the pa- 
tience of the reader, who is doubtless already familiar 
with these well-known facts. We may therefore con- 
sider at once the merits of the new types of share. 

Various arguments have been advanced by writers in 
support of no-par shares, but they all seem to be mere 
elaborations of two principal points: first, that the re- 
moval of par value will prevent deception of investors; 
second, that it will permit the issue of shares at what- 
ever price they will command in the market. Each of 
these points we must examine critically. 
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It is the first argument that seems to have made the 
stronger appeal to most supporters of no-par shares. 
Stock watering, these writers point out, is an evil simply 
because it deceives interested parties as to the amount of 
the invested capital. Yet the evil is one that cannot be 
cured by stringent anti-stock-watering legislation, be- 
cause of the inherent difficulties of enforcing the law. 
Fortunately, however, say these writers, another solu- 
tion is at hand, a solution as effective as it is simple. Let 
shares be issued without a par value, so that the investor 
will no longer be deceived by false appearances. He will 
then think of a share of stock as a mere fractional in- 
terest in the earnings and assets of the corporation, and 
he will estimate its value on his knowledge of the real 
assets and of the earning power, undeceived by a face 
value that means nothing. If by so simple a remedy as 
the removal of par value one might fairly hope to pre- 
vent the kind of deception that has hitherto been asso- 
ciated with stock watering, one’s enthusiasm, however 
unbounded, might well be justified. Unfortunately, 
however, the facts give no warrant for such optimism. 
Let us see what these facts are. 

Supporters of no-par shares are prone to argue that, 
with the dollar sign removed from their stock certifi- 
cates, investors will be ‘‘forced to look to the real value 
of the assets.” Just how they are going to discover this 
‘real value” is never made clear. One might suppose 
that a prospective purchaser of the stocks or bonds of a 
California power company, not being misled by a ficti- 
tious face value, would take a trip to the western coast 
in order to inspect the property in which he is invited to 
take an interest. On the basis of this direct inspection 
he would then form his own estimate as to whether the 
stock is worth fifty dollars a share, or as to whether the 
bonds are a good purchase at 85. Of course, the absurd- 
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ity of such an assumption is clear. Yet one is forced to 
accept it, or some similar assumption, if one holds that 
the removal of par value places the burden of valuation 
on the investor and thus removes the opportunities of 
deception on the part of the promoter. 

What all arguments of this nature fail to take into 
account is the fact that, even with par value removed, 
the investor is still dependent on the valuation of the 
assets as stated by the company. The truth of this state- 
ment can be made clear by a concrete illustration. Let 
us take the case of a promoter who forms a corporation 
and who, with his friends, subscribes for the entire capi- 
tal stock of 10,000 shares, delivering in payment prop- 
erty worth $500,000. First let us assume a par value of 
$100 per share, which would give the promoter $1,000,- 
000 of stock in exchange for property worth only half 
this amount. In order to conceal the overissue, the pro- 
moter will cause the directors, who are merely his tools, 
to value the property at $1,000,000 and to show the 
transaction on the company’s books thus: 

Fixed assets. ...... .$1,000,000 Capital Stock... .. . $1,000,000 


Of course, this overvaluation may lead to gross decep- 
tion of subsequent investors; and it is just this kind of 
thing that the use of no-par shares is often supposed to 
prevent. But let us now assume that the promoter 
issues shares without par value. Is he indeed deprived 
of his opportunity for inflation? Not at all. He simply 
has the directors value the property at $1,000,000, as 
before, and he causes the following entries to appear on 
the balance sheet: 

Fixed assets. .... .. .$1,000,000 Capital Stock. . . (10,000 shares 
without par value) $1,000,000 

Here we have the same overvaluation of assets and 
the same overstatement of the capital stock that pre- 
vailed in the former case; yet all this has been done 
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without the use of a par value. To be sure, one may feel 
that the deception is a trifle more dangerous where the 
falsehood on the balance-sheet is supported by the false 
statement of par value on the certificates. There may 
be some investors who are so ignorant that they would 
not even look at the corporate records or would not 
understand them if they saw them, but who would be in- 
fluenced by a finely-engraved certificate representing a 
$100 share of the “‘full-paid and non-assessable stock”’ 
of the Ajax Manufacturing Corporation. Let us freely 
concede that this class of investors may receive a small 
measure of protection from the removal of par value. 
But in doing so we must never forget that the major 
sources of deception still remain, and that the use of no- 
par shares still leaves the problem of stock inflation 
unsolved. 

If the entire case for the removal of par value rested 
on the argument discussed above, it would hardly be 
strong enough to justify the keen interest which the re- 
form has aroused among students of finance. The real 
strength of the case, however, lies in another argument 
— the argument that the use of no-par shares will re- 
lieve corporations of the necessity of issuing stock at a 
price not below par, regardless of current market values. 
Already it has been noted how seriously a corporation 
may be handicapped by this limitation, and it has also 
been pointed out that the courts, in their efforts to grant 
relief, have gone a long way toward nullifying the rule of 
liability on part-paid stock. The removal of par value 
makes it legal and proper for a company to market its 
stock at whatever price it can secure, and it may there- 
fore be expected to do away with the only valid excuse 
that could formerly be made for stock watering. 

Critics of the no-par shares, to be sure, have at- 
tempted to belittle this favorable claim. Other means of 
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financing, they say, are open to companies that cannot 
sell their stock for par. The alternative that they sug- 
gest is the issue of securities with preferential claims — if 
not bonds, then various classes of preferred stocks. The 
British practice of issuing numerousclasses of stock, each 
with a different preference, is pointed to as worthy of 
imitation.’ In this way, it is thought, some security 
can be issued that will command its full par value. 
Few persons familiar with the present practices of 
American corporations will be able to take comfort in 
any of these suggested alternatives. The resort to pref- 
erential securities, so far from offering a desirable solu- 
tion of the difficulty, is one of the very evils which the 
removal of par value is designed to reduce. As to bonds, 
their excessive issue has been responsible for much that 
is unsound in the financial structure of American cor- 
porations. One need only point to the railroads as a 
shocking example of the need of reducing rather than 
increasing the amount of funded debt. But even pre- 
ferred stocks of various classes (one class alone would 
often not suffice, as many of the present issues of pre- 
ferred stocks are selling at a discount) are instruments 
the extensive use of which is to be deplored rather than 
welcomed. One of the besetting sins of modern corpora- 
tions is the custom of trading on a thin equity, control 
resting in the hands of the common stockholders while 
the funds are supplied by the sale of preferred stocks 
and bonds. The fact that removal of par values will 
give less excuse for this dangerous practice and that it 
will encourage a more simplified and more balanced 
financial structure should weigh heavily in its favor.° 


8. Cook, 19 Michigan Law Review (1921), p. 594. 


9. The handicap under which a company may labor when its stock is selling below 
par is well brought out by the recent action of the American Telephone and Telegraph 
Company in raising its dividend rate from 8 to 9 per cent. The company stated that it 
was obliged to increase the rate in order to maintain the value of the stock well above 
Par, so as to make possible further fi ing by stock issues (Chronicle, 1921, p. 1401). 
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Objections to the Use of Shares without Par Value. — 
Having reviewed the arguments in behalf of shares with- 
out par value, we must now consider the negative side of 
the case. A few years ago, when the proposal to remove 
par values had just come to public attention, cautious 
writers raised numerous objections to the plan. Some of 
these objections are based on a misapprehension as to 
the nature of the proposal and are consequently ground- 
less.1 Others, while not without some force, can be 
easily. removed by amendments to the law.’ 

There remain two criticisms that cannot be dismissed 
so lightly. They are the criticisms which have given 
greatest concern to recent writers and which, I take it, 
are primarily responsible for the hostility to the use of 
no-par-value shares expressed by no less an authority 
than Cook.’ The first is that the removal of par value 
deprives creditors of the protection of personal liability 
of shareholders. The second is that it opens the way for 
fraud upon shareholders by making possible the issue of 
new shares for insufficient consideration. 


First Objection to No-Par Shares.—Of the two, the first 
objection is the more serious. This will be appreciated 
when we recall that the primary function of par value is 
to set the limit of the personal liability of shareholders. 
It follows that the most critical question raised by the 
removal of par value is the question what becomes of this 
liability. If the result is the practical removal of lia- 
bility, no-par shares may prove to be a gold mine to 


1. Such as the opinion that the removal of par value will deprive accountants of a 
necessary bookkeeping device; and also the opinion that it will deprive public service 
commissions of a basis of valuation in rate cases. See Bonbright, Railroad Capitaliza- 
tion, pp. 111-124. 

2. Such as the difficulty of taxing no-par-value shares, and the objection that, with 
par values removed, the market may be flooded with shares of a dangerously low market 
value. Ibid., p. 113. 

3. I am stating the objections, however, in my own terms, and at the risk that they 
may not represent adequately the views of other critics. 
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promoters, but a gold brick to creditors and to innocent 
stockholders.‘ 

Evidence is not lacking to support one’s worst fears in 
this respect. The movement in favor of the new type of 
share, be it remembered, has received its chief support 
and enthusiasm from corporation lawyers — men who 
combine keen legal acumen with a deep concern for the 
welfare of their promoter clients. These men have not 
hesitated to express the conviction that the use of no- 
par shares will relieve stockholders of those vexing ques- 
tions of personal liability which arise when shares are 
issued with a par value.’ Under the new plan, they say, 
there will be no risk in the use of bonus stock or in the 
issue of shares to promoters in the amounts to which 
they think they are entitled. For no creditor can ever 
appear with a claim that the par value of such stock has 
not been paid in full. 

But before deciding whether or not these views are 
justified, we must define the problem more closely. Do 
we mean to ask whether, under the statutes, the removal 
of par value leaves creditors without adequate safe- 
guards? Or do we mean to raise the broader question 
whether the removal of par value necessarily results in 
the evasion of proper stockholders’ liabilities? It may 
well be that opposite answers must be given to these two 
queries. First let us consider shareholders’ liabilities 
under present laws. 


Stockholders’ Liabilities under the Present Statutes 
authorizing Shares without Par Value. — Of the thirty- 


4. For reasons stated in a previous paragraph (p. 443), the effect of the removal of 
par value on shareholders’ liabilities will be discussed with reference to the rights of 
creditors rather than with reference to the rights of shareholders themselves, In prin- 
ciple, however, the two problems are the same. 

5. A frank and clear statement of this point of view appears in a pamphlet entitled 
Business Corporations under the Laws of Delaware (1923), published by the Corpora- 
tion Trust Company of America for the purpose of advertising the advantages of incor- 
poration under the lenient laws of that state. 
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four states that permit the use of no-par shares the 
statutes differ more or less in phraseology and in con- 
tent. For our present purposes, however, we may divide 
the laws into two types — the Delaware type, followed 
by the large majority of states, and the New York type, 
adopted by New York and California.’ Their chief dif- 
ference is that the former makes no provision as to the 
stated capital with which a corporation shall carry on 
business, whereas the latter does make such a provision. 

The Delaware statute permitting the issue of shares 
without par value reads, in part, as follows: 

Such stock may be issued by the corporation from time to time 
for such consideration as may be fixed from time to time by the 
Board of Directors thereof, pursuant to authority conferred in the 
certificate of incorporation, or, if such certificate shall not so pro- 
vide, then by consent of the holders of two thirds of each class of 
stock then outstanding and entitled to vote, given at a meeting 
called for that purpose in such manner as shall be prescribed by the 
by-laws, and any and all shares so issued, the full consideration for 
which has been paid or delivered, shall be deemed full-paid stock and 
not liable to any further call or assessment thereon, and the holder of 
such shares shall not be liable for any further payments under the 
provisions of this Chapter.’ 


Under this law, what becomes of the twofold protec- 
tion to creditors that is present when shares have a par 
value — namely (a) liability of shareholders for full pay- 
ment of their stock and (6) liability of shareholders and 
directors for payment of dividends out of capital? 

As to the first point, there is of course no liability to 
pay any fixed sum per share. One notes, however, a 
liability to pay to the corporation whatever considera- 
tion the subscribers to the stock have agreed to pay. 


6. Some of the statutes leave one in doubt in which of these groups, if indeed in 
either, they should be placed. In several cases the law requires that a corporation shall 
state a minimum capital with which it will begin business, and in a few instances the 
minimum must not be below a stated figure, such as $500. These provisions seems to me 
to have very little significance, as the minimum can be stated at such a low figure as to 
be merely nominal. 

7. Laws of 1917, chap. 113, sec. 3; Rev. Code, chap. 65, 1918 a, sec. 4a. 
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For the shares are to be deemed full-paid only when 
“the full consideration ... has been paid or de- 
livered.”” Where the shares are to be issued for cash, 
this provision seems to be entirely adequate to protect 
creditors. For in such case the prospective creditor of 
a corporation may rely on the amount of cash capital 
which stockholders have subscribed, as confidently as 
he might have relied on the implied obligation of the 
shareholders to pay the full par value of the shares. 

But where the stock is issued for property a different 
situation prevails. Under the older system, when a pro- 
moter receives stock in exchange for property, he can 
be held by creditors for any difference between the 
value of the property and the par value of the stock.® 
Under the Delaware law providing for no-par stock, 
there seems to be no liability on the part of the pro- 
moter-shareholder provided that he delivers to the cor- 
poration the precise pieces of property that he contracts 
to deliver. As to the value of this property he need say 
nothing. He may even receive ten thousand shares of 
stock for a yellow dog and a dead cat without being sub- 
ject to a further assessment; for he has made no claim as 
to the value of these two animals. It is, therefore, diffi- 
cult to escape the conclusion that the Delaware law, in 
effect tho not in form, has cut off the creditors’ remedy 
of shareholders’ liability when stock is issued for prop- 
erty or for services. 

But this very absence of liability would doubtless be 
strongly defended by many lawyers. For, they would 
say, why should a promoter be liable when he himself 
makes no representation as to the value of the property 
or the services that he is turning over to the corporation? 
Does not the caveat emptor principle apply here? To 
this the rejoinder is clear. If it were indeed true that the 


8. With the well-known reservation of the “ good-faith”’ rule, accepted in most tho 
not in all states. 
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promoter did not, directly or indirectly, make any repre- 
sentations as to the value of the assets which he is turn- 
ing over to the corporation, and if the creditors were 
required to act wholly on their own responsibility in 
setting the values, then the caveat emptor argument 
might hold good. Such an assumption, however, is false. 
Altho the promoter, in his position as stock subscriber, 
may make no representations as to the value of the 
property, the directors of the corporation will be sure to 
do so in setting up the balance-sheet. And these direc- 
tors may be, and usually are, mere dummies, who are 
appointed to do the bidding of the promoter who em- 
ploys them. To be sure, a court might hold them liable 
for fraud in case the creditors could prove deliberate 
overvaluation. But of what avail would be a judgment 
against clerks in a law office who are selected to act as 
directors because of the very fact that they are finan- 
cially irresponsible? In short, then, the Delaware no-par 
stock law apparently makes it possible for promoters 
to perpetrate all the customary frauds of overvalua- 
tion while escaping the liabilities that they were formerly 
under as long as shares had a par value.?® 
Having noted how inadequate is the Delaware law 
with respect to liability on part-paid shares, let us now 
see whether the act is more satisfactory in fixing the 
9. Of course it is dangerous to predict the effects of a statute like this, in the absence 
of judicial interpretation. But as this article goes to press there comes to my attention a 
court decision that appears to bear out completely the interpretation that has just been 
given. Johnson v. Louisville Trust Co., 293 Fed. 857 (1923), was a suit by a trustee in 
bankruptcy to hold shareholders in a Delaware corporation liable on their subscriptions 
to common stock without par value. Altho the referee found that a part of the stock was 
apparently issued as a sheer bonus, without any real consideration, and that the re- 
mainder was issued for nothing but an option, the court held that no liability was estab- 
lished in view of the fact that the shareholders had contributed everything that they had 
agreed to contribute. In the decision are these very signifi ts: ‘*We are 
cited to no authority, nor have we found any, supporting the right to the recovery as- 
serted by the trustee in bankruptcy. On the contrary, the generally, if not universally, 
accepted theory of the purpose of such statutes [i. e., the no-par stock laws] is that they 
are intended to do away with both the ‘ trust fund ’ and ‘ holding out’ doctrines. . . 


As Mr. Cook says, the whole theory of stock without par value is, ‘ let the buyer be- 
ware ’ and ‘ let the creditor beware.” 
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liability for the payment of dividends out of capital. In 
Delaware, as in other states, the statutes have long sup- 
ported the common law in making directors liable for 
such payments, and in some states the courts have also 
held stockholders liable. Nothing in the recent acts 
authorizing the issue of no-par shares would seem to re- 
move these liabilities. But a new problem is raised by 
the question what constitutes the ‘‘capital” of a cor- 
poration that may not be impaired, when par value can 
no longer be used as the measure. I find nothing in the 
Delaware law which throws light on this point. It 
might be assumed that the capital would be taken to be 
the value of the consideration for which the shares have 
been issued. If one thousand shares are issued at five 
dollars a share (either in cash, or in property worth five 
dollars a share) then the ‘“‘capital’” of the corporation 
might fairly be held to be $5,000. But are we justified in 
assuming that this is the law? If so, then it is not per- 
missible for a company to credit any of the proceeds of 
its stock issue to “capital surplus.” Such a limitation 
may be a very wise one. Yet there appear to be no legal 
grounds on which courts may read this limitation into 
the act. It would seem, then, that under the Delaware 
law a company issuing shares without par value is en- 
tirely free to credit to capital account as large or as small 
a part of its assets as it sees fit. If this is so, a company 
may issue stock for fifty dollars a share, and simply by 
crediting all but five dollars to surplus rather than to 
capital may leave itself free to pay back to its stock- 
holders forty-five dollars a share. Such a possibility is a 
serious danger, as it opens the way for stockholders to 
milk the company of its property and thus to defraud 
creditors. Of course, it might be said in answer that, 
since the corporation does not state its capital at more 
than five dollars per share, creditors have no right to 
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rely on more than this minimum. But to make such an 
argument would be to rely on a mere legalism. Every- 
one knows that, as a practical matter, creditors look to 
the assets of the corporation as a whole, not merely to 
the portion of the assets that may be assigned arbi- 
trarily to “capital” rather than to “surplus.” And 
there is a serious weakness in a law that leaves directors 
free to distribute all but a nominal amount of the entire 
corporate assets, under the fiction that these assets rep- 
resent surplus rather than capital. 

It is true that, even when shares have a par value, 
they can be issued at a premium, and that this pre- 
mium will constitute a “paid-in surplus” which can be 
distributed in dividends. On this ground one might as- 
sert that the removal of par value does not in any way 
change the existing law. Here, again, the argument has 
only formal validity. It overlooks the fact that, except 
in the case of commercial banks, the issuance of shares 
above par is a rare event, and that the practice is effec- 
tively checked by the reluctance of investors to buy 
shares at a higher price than par. No such practical 
check, however, can be looked for where no-par shares 
are issued and where only a part of the proceeds are 
credited on the books to “capital stock.” In short, 
then, the removal of par value gives rise to a new and 
serious danger in corporation finance, the danger that 
stated capital will be fixed far below the real capital. 
And this danger is not in any way guarded against by 
the Delaware law or, as far as I know, by any of the laws 
modeled after it.? 


1. Several friendly critics who have read this article in manuscript remain uncon- 
vinced, holding that it is a sufficient defense of the law to point out that creditors are on 
notice of the right to pay dividends out of surplus. Unfortunately this criticism comes 
too late for extended discussion. But I think the answer may be suggested by the state- 
ment that it is one thing to give notice that corporate directors may legally pay divi- 
dends out of paid-in surplus, and quite another thing to tell creditors that in actual busi- 
ness practice they must expect such payment to be made and that they must therefore 
extend credit on this latter assumption. Soundness in corporation finance depends to a 
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To what extent are the defects of the Delaware statute 
avoided by the present New York law?? This law is 
distinguished by a provision as to the stated capital 
with which a corporation may carry on business. 
Either one of the following statements must appear in 
the certificate of incorporation: 


A. “The capital of the corporation shall be at least equal to the 
sum of the aggregate par value of all issued shares having par value, 
plus —— dollars (the blank space being filled in with some number 
representing one dollar or more) in respect to every issued share 
without par value, plus such amounts as, from time to time by reso- 
lution of the board of directors, may be transferred thereto ’’; or 

B. “The capital of the corporation shall be at least equal to the 
sum of the aggregate par value of all issued shares having par value, 
plus the aggregate amount of consideration received by the corpora- 
tion for the issuance of shares without par value, plus such amounts 
as, from time to time, by resolution of the board of directors, may be 
transferred thereto.” 


There may also be included an additional statment 
that the capital shall not be less than —— dollars (the 
blank space being filled in with a number). 

A further paragraph permits the issue of shares 


(a) For such consideration as may be prescribed in such certifi- 
cate of incorporation; or (b) for such consideration as shall be the 
fair market value of such shares, and, in the absence of fraud in the 
transaction, the judgment of the board of directors as to such value 
shall be conclusive; or (c) in the absence of fraud in the transaction, 
for such consideration as, from time to time, may be fixed by the 
board of directors pursuant to authority conferred in such certificate 
of incorporation; or (d) for such consideration as shall be consented 
to or approved by the holders of a majority of shares then outstand- 
ing at any meeting called in the manner prescribed in the by-laws, 
provided the call for such meeting shall contain notice of such pur- 
pose. Any and all shares issued as permitted by this section shall be 
deemed fully paid and non-assessable, and the holder of such shares 
shall not be liable to the corporation or to its creditors in respect 
thereof. 


very large degree on the reduction of the speculative elements to the practical minimum. 
And any law which permits a corporation to maintain a large part of its real capital in 
the form of a paid-in surplus — a surplus that will probably not be drawn upon for 
dividends but that may be drawn upon if the directors see fit — increases the uncer- 
tainty in finance and must therefore be looked upon as pernicious. 


2. Laws of 1923, chap. 787, sec. 12. 
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First, as to the liability of shareholders on part-paid 
stock. We note in the last sentence quoted above that 
stock for which full consideration has been received in 
payment is held to be full-paid and non-assessable. 
Must this consideration be stated in terms of value, or 
may it be stated merely by a description of property, as 
is apparently the case under the Delaware law? Cer- 
tainly the law does not state in so many words that 
a valuation must be given. The general tenor of the 
statute, however, seems to suggest such an interpreta- 
tion. For example, the law permits a corporation to fix 
its capital at ‘“‘the aggregate amount of consideration 
received by the corporation for the issuance of shares 
without par value.” “Amount of consideration” must 
obviously be stated in value terms, and one might infer 
that the legislature put the same construction on the 
mere word ‘‘consideration’”’ when it enumerated four 
possible ways of determining what that consideration 
should be. Nevertheless it is always uncertain what 
construction the courts will place on an ambiguous 
statute; and therefore the law must be regarded as de- 
fective. For, if the courts should decide that the “‘con- 
sideration” for which stock is to be issued need not be 
stated by the subscriber in terms of value, then the way 
is open for the same evasion of stockholders’ liability 
that is present under the Delaware law. 

Next, as to the liabilities for payment of dividends 
out of capital. On this point the statute is explicit. 
‘No stock corporation shall declare or pay any dividend 
which shall impair its capital or capital stock,” * and for 
any such illegal payment, directors are made personally 
liable. The distinction between “‘capital’’ and “‘ capital 
stock” was deliberately made in order to take care of 
the case of no-par stock. When such shares are issued, 


3. Laws of 1923, chap. 787, sec. 58. 
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the term ‘‘capital” is used instead of ‘“‘capital stock.” 
This provision would be satisfactory were it not that it 
is subject to the same criticism that applies to the Dela- 
ware law. That is to say, a corporation, while it may not 
impair its stated capital, is apparently free to make this 
capital just as small as it desires, simply by crediting a 
large part of the proceeds of its stock issues to paid-in 
surplus rather than to the capital account. Not only 
does the law fail to forbid this procedure, but it even 
makes specific provision for it under alternative ‘‘A”’ as 
to the amount of capital with which a company may do 
business. This alternative would permit a company to 
issue no-par shares for $100 a share, but to credit only 
one dollar per share to the capital account. The entire 
balance would be surplus available for the payment of 
dividends.‘ The defect is a very serious one and should 
be corrected with all possible speed. 

If the above analysis of the two typical no-par-stock 
laws is accepted in substance, it forces one to conclude 
that creditors have been pretty well stripped of their 
long-recognized rights to hold shareholders liable for 
part-paid stock and to hold directors or stockholders 
liable for an impairment of capital. Indeed, under the 
Delaware law at least, it would not be a serious exag- 
geration to say that shareholders’ liability has disap- 
peared, and that the outstanding feature of corporations 
has now become, not limited liability, but no liability.5 
Can Effective Liability be secured without Requirement 


4. Prior to 1923 the New York Stock Corporation Law forbade the payment of divi- 
dends out of anything but ‘‘surplus profits arising from the business.’’ This would seem 
to forbid dividends out of paid-in surplus. But in 1923 this provision was eliminated 
from the Stock Corporation Law, and in its place was substituted the provision quoted 
in the text. Mr. C. W. Wickersham, in a recent article on no-par shares, points out that 
the New York Legislature has failed to remove from the Penal Law the penalty attach- 
ing to the payment of dividends save from surplus profits. 37 Harvard Law Review, 
p. 469 (February 1924). One may infer that this failure was a sheer oversight. 

5. Asimilar opinion is suggested in a very able historical discussion of shareholders’ 
liability by Edward H. Warren: “ Safeguarding the Creditors of Corporations,"’ 36 
Harvard Law Review (1923), pp. 509-531. 
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of Par Value? — Let us grant, with the critics, that un- 
der the present laws the removal of par value makes 
matters worse rather than better. What we must now 
consider is, whether or not the defects noted in the pres- 
ent laws are curable. In other words, can an effective 
limited liability be secured without a resort to the old 
method of setting a par value? 

To these questions a confident affirmative answer can 
be given. Par value does two things, one of which is 
good and the other bad. Its good feature is that it meas- 
ures definitely the liability of shareholders; its bad fea- 
ture is that it sets this liability at the same figure for all 
times, regardless of the market conditions under which 
new issues are to be made. There is no need for this 
second provision. What prospective creditors and stock- 
holders need is a statement of the amount of capital 
which the stock subscribers have agreed to pay in, and 
for which they can be held responsible. It matters not 
that one stockholder has agreed to pay forty dollars a 
share whereas another stockholder, who has bought his 
stock at a later time, has subscribed fifty dollars a share; 
that is, it does not matter so long as the subscription 
agreement in each case is known to everyone and is en- 
forceable by parties in interest. 

What changes, then, are called for in order to cure the 
defects of the present no-par-stock laws? The first 
change is to place in the statute an explicit requirement ’ 
that, when shares without par value are issued, the 
value of the consideration for which they are to be issued 
must be agreed upon as between corporation and sub- 
scriber. This stated value should appear in the financial 
reports of the company and should take the place of par 
value as the measure of shareholders’ liability to the cor- 
poration and to the creditors. The requirement that the 
value of the consideration be agreed upon will close the 
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loop-hole in the present Delaware law by which a pro- 
moter may escape liability for any overvaluation of 
property which he delivers to the corporation in pay- 
ment for his shares.*® 

The second necessary change is an amendment to pre- 
vent a corporation from impairing its real capital under 
the guise of a paid-in surplus. A simple but drastic 
remedy would be to require a corporation to credit the 
entire proceeds of any stock issue to capital account, 
instead of crediting a portion to capital surplus.’ Per- 
haps such a requirement would be too rigid, as it would 
not permit a corporation to set up an even moderate 
initial surplus as a reserve for equalizing dividends. A 
possible compromise would be to allow a ten-per-cent 
capital surplus as a maximum. But some limit there 
must be; otherwise the removal of par value may turn 
the rule against impairment of capital into a dead letter. 


Second Objection to No-Par Shares. — Having dis- 
cussed at length the first objection to the removal 
of par value,— the effect on stockholders’ liabilities, 


6. It is a question whether the provisions already present in some of the more recent 
no-par-stock laws may succeed in solving this difficulty. Maryland, for instance, pro- 
vides that where no-par shares are issued for property, the amount of the capital stock 
shall be taken to be the value of the property as valued by the board of directors (Laws 
of 1916, p. 1223). Illinois requires that the appraised value of all property received in 
exchange for stock shall be stated in the incorporation papers to be filed with the Secre- 
tary of State (Laws of 1921, p. 370). What one misses in these and other laws, however, 
is an explicit statement making stockholders (and not merely directors or incorporators) 
liable on part-paid stock where the property turns out to have been overvalued. Whether 
or not the courts may read such a provision into the acts is open merely to conjecture. 

Professor Calvert Magruder, to whom I am indebted for valued criticisms, points out 
that a further need is the establishment of a definite standard of value to be applied to 
property taken in exchange for stock. The suggestion is a very important one. If pro- 
moters are allowed to value the property on their estimates of future earnings — a prac- 
tice that has been upheld in many jurisdictions — little can be accomplished by way of 
giving teeth to the law of shareholders’ liability. Since this problem of valuation con- 
cerns all stock issues, whether with or without par value, and since it requires extended 
discussion, I am reserving treatment for a future article. 


7. Much the same object is probably obtained by provisions already on the statute 
books of several states, whereby the payment of dividends is forbidden except out of 
“surplus profits” or “net profits’ or “surplus earnings” (e. g., New Mexico, Ohio, 
Pennsylvania). These phrases, however, need clearer statutory definition. 






















































463 





NO-PAR STOCK: ITS LEGAL ASPECT 


— we must now take note of the second: the danger 
that shareholders may be injured by the sale of sub- / 
sequent issues of stock at unfairly low prices. So long 
as a par value is present, it sets a price limit below 
which directors may not issue new shares of stock. With 
this limit removed, however, some writers fear that the 
way is open for unscrupulous directors to issue stock to 
themselves or to their friends at prices far below a fair 
value. 

The criticism reveals a real problem. Yet it is a prob- 
lem that even the presence of a par value does very little 
to solve. When shares have a par value, they cannot 
ordinarily be issued at all unless their market value is at 
least equal to par. But when the market value is well 
above par, the fact that directors may not sell the shares 
at less than par is a very inadequate protection to exist- 
ing shareholders. It is only in the comparatively rare 
case where market value and par value correspond 
fairly closely that shareholders are protected by the 
presence of the dollar sign. Obviously, therefore, other 
safeguards are necessary. To a considerable extent 
these protections are already provided by law. The 
most important protection is the common-law right of 
stockholders to subscribe for their pro-rata share of new 
issues. A further safeguard is the remedy of fraud action 
against directors for issuing shares to outsiders at un- 
fairly low prices. These remedies can and should be re- 
tained in full force where shares are issued without a par 
value. It may even be wise to increase their force by 
statutory provisions. Possibly the right of existing 
stockholders to their proportional share in new issues 
should not be allowed to be waived by the charter, or by 
anything less than the unanimous vote of the share- 
holders. Possibly there should be a definite stipulation 
that, when shares are issued to outsiders, the considera- 
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tion must not be less than the full market value and 
that dissenting stockholders may demand an independ- 
ent appraisal. But whatever may be the solution of 
this problem, it has certainly not been found in the re- 
tention of a par value, and it is certainly not made more 
difficult by the removal of par. 

Conclusions. — Having reviewed both sides of the 
controversy over shares without par value, we now have 
merely to summarize the conclusions that have already 
been drawn. 

Judged simply on the basis of the laws as they now 
exist, the objections to the removal of par value far out- 
weigh any possible advantages. Unless one is ready to 
defend the release of shareholders from even a limited 
liability for corporate debts, one cannot but view with 
alarm the recent statutes authorizing the issue of no-par 
shares. For the probable effect of these statutes will be 
to grant such a release in fact, even tho not in form.® 

Judged, however, on its own merits rather than on the 
basis of the present defective laws by which it is au- 
thorized, the removal of par value is to be commended. 
What is needed in order to meet the more serious objec- 
tions is a statutory amendment setting forth more 
clearly the liability of shareholders, and defining the 
corporate capital so as to prevent the payment of divi- 
dends except out of profits. To be sure, even with these 
safeguards, the removal of par value will not cure the 
evils that have been associated with stock watering. 
Many writers to the contrary notwithstanding, the 
mere absence of the dollar sign will not reduce materially 
the opportunities of deception that are open to the un- 
scrupulous promoter. But one thing it will accomplish: 
it will deprive financiers of their only plausible excuse 


8. This applies with special force to the Delaware type of statute, adopted in most 
states. The New York statute, as stated above, is ambiguous. 
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for stock watering — the excuse that shares cannot al- 
ways be issued at par. And it is not too much to hope 
that, when this excuse can no longer be brought forth, 
legislatures and courts will become less timid than they 
have been in passing and enforcing uncompromising 
laws against stock watering ® and against the overvalua- 
tion of assets that has accompanied stock watering. 

But all these good results await a change in the pres- 
ent statutes. Until the change takes place, one must 
share the fears of those critics who think that the re- 
moval of par value will legalize the very injustice and 
fraud that it is designed to prevent. 


James C. BONBRIGHT. 
CoxiumBiaA UNIVERSITY. 


9. The question has been raised, whether stock watering can occur when shares have 
no par value. It is simply a question of definition. If by stock watering one means the 
issue of stock of a par value in excess of the actual investment, then of course one cannot 
speak of the “‘ watering” of shares without par. But one may very properly broaden the 
meaning of the phrase to include any credit entry to the capital stock account in excess 
of the actual contribution of the stockholders. In that case, even no-par stock may be 
watered. 





UNITED STATES COMMERCE WITH LATIN 
AMERICA AT THE PROMULGATION OF 
THE MONROE DOCTRINE 


SUMMARY 


The share of Hispanic America in the Foreign Trade of the United 
States in 1823, 466. — United States Exports to Hispanic America, 467. 
— Imports from Hispanic America, 471. — Difficulties in the trade: 
warfare, piracy, glutted markets, 473.— Trade with Brazil, 474. — 
With northern South America, 477. — With the independent West 
Indies, 478. — With the West Coast of South America; whaling, 483. — 
Interest in the American Trade in United States Congress, 485. — Sum- 


mary, 486. 


THE political aspects of the Monroe Doctrine have 
been discussed at length by writers both at home and 
abroad, but as yet no attempt seems to have been made 
to trace the economic conditions leading up to this all- 
important pronouncement. With the modern tendency 
to find the roots of government policies in economic 
necessities, it surely cannot come amiss to observe the 
commercial relations of the United States with Hispanic 
America in the forty years preceding President Mon- 
roe’s famous Declaration to the United States Congress, 
December 2, 1823. 

At that time approximately a fifth of the exports of 
the United States went to Hispanic America, and from 
Hispanic America came almost an equal proportion of 
her imports. Moreover, these proportions had been in- 
creasing, as will be seen from the following table, the 
years in all cases ending September 30: 


1821 1822 1823 
Percentage of Total U. 8S. Exports to 
Bepanas Amseriee........ 650 ..5550 15.0 16.2 18.8 
Percentage of Total U. S. Imports from 
Tienes Ameeien...... ec cceee 17.7 16.8 22.0 
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It is impossible, owing to the somewhat fragmentary 
nature of such statistics as were kept by the United 
States Government before 1821, to appraise accurately 
the Latin-American trade of the United States before 
that year, except in the case of Brazil, on which we have 
the data from 1802. With regard to the other countries, 
however, considerable knowledge can be derived by 
checking the lists of the vessels of the United States in 
ports here and abroad, for a large part of this business 
was the carrying trade. Throughout the wars of Napo- 
leon and for long afterward United States vessels took 
an active part in bringing European goods to South 
America and in taking Hispanic-American raw products 
to Europe. Furthermore, since 1798, the United States 
had traded direct with Montevideo, with Buenos Aires 
since 1799, with Rio de Janeiro since 1800, with numer- 
ous ports on the Spanish Main at least since 1797, and 
with Peru since 1792. The election by the Continental 
Congress in 1783 of Oliver Pollock to be United States 
Consul at Havana, made him the first official represen- 
tative of the United States in Hispanic America, while 
Augustin Madan’s going to La Guaira in 1800 made him 
the first United States Consul on the continent of South 
America. 

By 1821 the efforts of exporters in the United States 
to ‘capture the South American market’’ were becom- 
ing systematic. T. and 8. Wagner, 29 North Front 
Street, Philadelphia (a firm founded in 1774 and still in 
existence), advertise seven barrels of ‘‘ American segars 
suitable for the South American Market,” in the Ameri- 
can Daily Advertiser of Philadelphia for July 27, 1821. 
Nine times in January 1823, Moody, Wyman and Co., 
of Philadelphia, advertise ‘‘2000 pair Men’s fine copper 
nailed shoes, suitable for the South American market, 
with an extensive assortment of Philadelphia manu- 
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factured shoes and boots of every description.” A 
year later ‘Joseph F. Boardman and Co., Nos. 20 and 
21 Green’s Wharf, Boston, have for sale 2500 pairs men’s 
fine calf skin shoes, suitable for the Nachitoches or 
Spanish Main. They will be sold very low for cash or 
approved credit.” 2 Exports of furniture to South 
America had begun in 1801, when the Superior from 
Providence, Rhode Island, arrived in Buenos Aires, on 
April 18, with twelve cases of household furniture.* 
Twenty-one years later, Joseph B. Barry, of 134 South 
2d Street, Philadelphia, advertised an ‘‘elegant stock of 
furniture — both for use and ornament, a considerable 
part of which has been calculated for the Spanish or 
South American market, such as Wardrobes, Libraries, 
Dining Tables, etc., being all made portable to pack in 
small compass to save freight.” ‘ Furniture from the 
United States seemed to continue popular in Buenos 
Aires, for the George and Mary of Providence, on her 
arrival, June 20, 1810, proved a veritable Mayflower 
with her 108 cases of furniture, fifty-seven dozen wooden 
chairs, and fifteen wooden settees,° while the Fame ar- 
rived direct from Baltimore with furniture, and the Val- 
entine from New York City, August 14, 1810, brought 
1040 chairs.® 

Brackenridge, who was in Buenos Aires as Secretary 
to the United States Commission in March 1818, stated 
that “furniture of every description’’ was then imported 
into Buenos Aires from the United States, as well as 
“‘lumber of all kinds, coaches and carriages of all sorts, 
cod-fish, mackerel, shad and herring, leather, boots and 

1. Philadelphia American Daily Advertiser, January 3, 4, 5, 10, 11, 12, 14, 15, 16, 
1823 (hereinafter cited as A.D.A.). 

2. Boston Columbian Centinel, February 19, 1823. 
Telegrafo Mercantil (Buenos Aires edition of 1914), pp. 84, 85. 
A.D.A., June 10, 1822. 


Documentos del Archivo de Belgrano, vol. ii, Buenos Aires, 1913, p. 205. 
Chandler, Inter-American Acquaintances, 2d ed., pp. 65, 66. 


3. 
4. 
5. 
6. 
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shoes, powder and munitions of war, and naval stores, 
ships, and vessels, particularly those calculated for their 
Navy or for privateers.”’”7 Altho Brackenridge does not 
allude to cotton goods, Stephen Girard had shipped 
twenty cases of colored cotton goods on the Voltaire, 
which arrived at Buenos Aires from Philadelphia on 
March 17, 1810,° and ‘‘eighty thousand yards of brown 
cotton 3-4 cloths, worth about $10,000 were bought up 
in Boston for the South American market.” ® Two other 
commodities for South American export are mentioned 
for the first time by the Columbian Centinel early in 1823: 
packages of assorted glassware, ‘‘suitable for the African, 
West Indian, or South American market,” were adver- 
tised by the New England Glass Company,' and drugs, 
medicines and medicine-chests fully stocked were ad- 
vertised in the Spanish language.” 

Altho from the nature of the case our chief source of 
information must be the files of North American news- 
papers, those of the Southern Continent also contain 
references. An English newspaper published in Monte- 
video during the brief British occupation of that city in 
1807 advertises lumber from the United States. The 
Gazeta de Buenos Aires for April 6, 1816, contains an 
advertisement by David Charles de Forest of a book 
called Historia Concisa de los Estados Unidos desde el 
descubrimiento de la America hasta el ano de 1807, by a 
Colombian named Manuel Garcia de Sena, published in 
Philadelphia in 1812, which had already gone through 
two editions. The interest of South Americans in the 
political history of the United States also has its eco- 
nomic background. Indeed, when De Forest returned to 
7. Brackenridge, Voyage to Buenos Aires, 1820, London edition, p. 97. 

8. Documentos del Archivo de Belgrano, vol. ii, Buenos Aires, 1913, p. 41. 

9. A.D.A., May 17, 1822. 
1 
2 


. Columbian Centinel, Boston, February 15, 1823. 
. Ibid., January 4, 11, 18, 1823. 
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New York, he began advertising Hispanic-American 
products in the New York newspapers: 170 light Per- 
nambuco hides,’ 18 Bales Washed Buenos Ayres Wool,‘ 
and 20 bags of Havana Coffee.’ It would seem probable 
that he was the first to advertise in both American 
Continents. 

-But even before De Forest the advertisements in the 
United States newspapers indicate the importance not 
only of our exports to Hispanic America, but also of our 
imports thence. On January 12, 1801, twenty-two years 
before Monroe’s Declaration, the Philadelphia Gazette 
contains the advertisements of four different Hispanic- 
American products: Buenos Aires Hides, First Quality 
Caracas Cocoa, Cumana Cotton, and Santo Domingo 
Coffee; while a study of such advertisements in the 
Philadelphia and New York newspapers for the year 
immediately preceding the promulgation of the Monroe 
Doctrine shows that scarcely a day went by without 
some product from ‘‘America south of the United 
States” being called to the attention of the public. 
Coffee from Rio de Janeiro is advertised by four differ- 
ent firms in Philadelphia, — John Strawbridge, John H. 
Linn, J. Percival, and J. Beylard, Jr., — while a number 
of other firms were engaged in importing this article, 
which had not reached Philadelphia from Brazil until 
September 1809. William Schlatter, J. T. Longstreth, 
Thomas Willing, and T. P. Cope, all appear as con- 
signees of coffee which arrived at Philadelphia on the 
Brig Pleiades, Captain West, on June 4, 1822. An 
average cargo would seem to have been that of the ship 
Magnet, 255 tons, Captain Garwood, which arrived at 
Philadelphia on December 20, 1822, in fifty-two days 
from Rio de Janeiro, and brought 929 bags of coffee.® 


3. New York Evening Post, May 27,1822. 4. Ibid., May 29, 1822. 
5. Ibid., October 7, 1822. 6. A.D.A., December 20, 21, 1822. 
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By way of comparison, it may be interesting to note 
that 66,000 bags of coffee were brought to New York on 
the Munson Line steamer Pan America, of 15,000 tons, 
on which the writer traveled from Rio de Janeiro to New 
York in twelve days, from September 18 to September 
30, 1922. 

Coffee was also imported into Philadelphia in 1822 
from Havana, La Guaira, and Santo Domingo. La 
Guaira coffee seems to have been highly esteemed and to 
have been graded. Ralston and Lyman, of Philadelphia, 
repeatedly advertised ‘‘Very Superior” La Guaira 
coffee,’ which was also on sale by J. Percival (‘‘ very best 
quality”) * and Edward McDermott,° as well as at 47 
South Wharves.! Cuba was then, in New York, as 
much famed for its coffee as for its sugar. Goodhue and 
Company, 44 South Street, New York City, advertise 
80 hogsheads of prime green Havana coffee, G. G. and 8. 
Howland 20 bags of Cuban coffee, and Peter Remsen 
and Company ‘‘a small lot of green Havana coffee.” 

But coffee was not the only beverage that the United 
States was importing from her southern neighbors. In 
this same year 1822, ‘‘Caraccas cocoa”’ was advertised in 
Philadelphia by John H. Linn and Henry Simpson, and 
in New York by Henry Ogden at the corner of Whitehall 
and Stone Streets. It had been imported for some time 
previously into the United States and had been manu- 
factured into chocolate by the Walter Baker Company 
at Milton, Massachusetts, who advertised it in the news- 
papers. One of the earliest specific instances of its im- 
portation is by way of the ship Young Eagle, from La 
Guaira, which arrived at New York City on December 
28, 1801. Curiously enough, no definite trace of imports 
of cocoa from what is now the Republic of Ecuador are 


7. A.D.A., October 9, 10, 11, 1822. 8. Ibid., November 12, 14, 1822. 
9. Ibid., November 2, 5, 1822. 1. Ibid., December 13, 14, 16, 17, 1822. 
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found before the year 1824, when shipments were made 
to Salem, Massachusetts. 

Other raw materials were being imported for manu- 
facture in the United States. The Philadelphia Gazette 
for January 12, 1801,-contains an advertisement of 
Buenos Aires hides — the first one the writer has been 
able to discover in a United States newspaper, altho a 
shipment of hides from Montevideo was received at 
New York on December 2, 1799, by the Spanish ship 
Astigazaga. Five different firms advertise Buenos Aires 
hides in Philadelphia newspapers in 1811 (a very good 
year in the commerce of the United States with the 
River Plate), and four even in 1812, when the war be- 
tween the United States and England was interfering 
with South American trade. By 1822 two firms in 
Philadelphia were advertising hides from Buenos Aires, 
and two from Montevideo. By this time wool from what 
is now the Argentine Republic had been differentiated 
into Buenos Aires and Cordoba. Wyman and Haseltine 
offer for sale three bales each of Buenos Aires wool dyed 
blue and black; James Stewart’s advertisement of 
thirty bales of Buenos Aires wool appears sixteen times 
in the Philadelphia Daily Advertiser for September 1822. 
Guanaco wool, as well as sheep’s wool, was imported 
from the River Plate. John Livezey and Company ad- 
vertise it no less than twenty times in the Philadelphia 
newspapers in the fall of 1822. Altho Guanaco, Alpaca, 
and Llama and Vicuna wools were exhibited at the 
Philosophical Hall in Philadelphia on June 9, 1812, no 
one seems to have advertised South American wool for 
sale in the Philadelphia newspapers of that year, and 
thereafter the war with England seems to have pre- 
vented imports of South American wool until about 
1816. With the exception of those years, the United 
States was importing from the River Plate many kinds 
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of skins and wools, as well as ox-horns, for which there 
appeared to be a continuous demand. At least 60,000 
ox-horns were imported into Philadelphia alone from 
Buenos Aires in 1822, and there is reason to believe 
that the imports of this commodity into Boston during 
this year were not greatly below those received at Phila- 
delphia. 

But the War of 1812 was not the only deterrent to 
the trade of the United States with Hispanic America. 
Difficult as it was to escape the British blockade or the 
impressment of United States seamen, to say nothing of 
the capture of vessels by the British naval forces, other 
wars during this period added to the burden. In the 
case of Buenos Aires and Montevideo, so far as can be 
ascertained, the first steps taken toward separation 
from the mother country seem not to have appreciably 
affected their foreign commerce, except in arousing both 
in England and the United States undue hopes of an 
increased purchasing power. The United States trade 
with the River Plate countries therefore continued 
fairly steady during this period. No Spanish armies 
landed at Buenos Aires to recapture the city, and such 
warfare as occurred with Spain on the part of what is 
now the Argentine Republic took place either outside of 
the country, or else in the extreme north, where foreign 
commerce was not in any way affected. To be sure, as 
has been the case in the foreign trade of all countries, 
there were fat and lean years. At the end of March 
1821, ‘‘Produce of every description, except jerked beef, 
was extremely scarce and high both at Buenos Aires and 
Montevideo. Vessels generally in both places will be 
obliged to depart without cargoes.” ? While a year later, 
“The markets of the La Plata had become glutted with 
almost every article of importation, particularly with 


2. A.D.A., May 21, 1821. 
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liquors,”’ * and a little later still, “A considerable quan- 
tity of flour from the United States had arrived at 
Buenos Aires and Montevideo, which had caused that 
article to fall rapidly. The produce of the country was 
very high and likely to be more so, the demand from 
Europe being great.”* So the scarcity of native products 
for trade and the glutting of the market with foreign 
goods seem not so much a consequence of war as the re- 
sult of an overestimate in Europe and in the United 
States of the purchasing power of these young republics. 
A similar overestimate, with equally disastrous conse- 
quences, had taken place before the movement for inde- 
pendence, in 1808.5 

With Brazilian independence, however, the case was 
different. Not one optimistic reference to trading with 
Brazil is to be found after a minute search of over a 
thousand United States newspapers and periodicals in 
the years 1821, 1822, and 1823. Captain Winslow, who 
left Bahia February 1, 1821, is quoted as saying: “‘In 
consequence of the revolution in Portugal, enterprising 
traders in San Salvador (Bahia) have been in a measure 
annihilated. The people are dreading a revolution, and 
are unwilling to buy, in consequence they withhold 
funds from the market and from speculations of any 
kind.” ® 

Flour was bringing from $4 to $5.50 a barrel, and cod- 
fish was being thrown overboard to avoid the duties, 
since there was no Sale for it. A year later we find the 
same conditions. Markets at Bahia were reported as 
being very dull for American produce in January 1822.’ 
A letter received at Salem, Massachusetts, from Bahia, 
dated June 24, 1822, after stating that ten Brazilians 


3. A.D.A., June 18, 1822. 4. Ibid., September 11, 1822. 
5. C. L. Chandler in Hispanic American Historical Review, vol. ii, February 1919. 
6. A.D.A., March 23, 1821. 7. Ibid., February 18, 1822. 
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had been murdered there in one night on account of the 
enmity which prevailed between the European and 
Brazilian Portuguese at that place, added that ‘‘ Busi- 
ness was stated to be uncommonly dull throughout the 
Brazils.” * Indeed, the Columbian Centinel of Boston 
gives a warning,’ based on advices from Bahia dated 
October 19, 1823, that ‘Shipments from the United 
States should be very limited, or great losses must be 
sustained from the small amount of American produce 
being consumed.” A letter from Bahia to Salem, dated 
September 16, 1822, says: ‘‘We foreigners are very un- 
pleasantly situated through the horrors of civil war. 
This place is daily threatened by the Patriots.” It goes 
on to state that the United States citizens resident in 
Bahia have requested a United States warship to pro- 
tect them.' 

But Bahia was not the only sufferer. A letter from 
Rio de Janeiro, dated November 2, 1822, nearly two 
months after the Brazilian Declaration of Independence, 
states that ‘‘Many of those attached to the ancient 
order of things were preparing to leave the country. 
These, anxious to get rid of the paper currency in their 
possession, had gone into the market and purchased all 
the coffee they could lay their hands on, which had 
caused that article to advance from 54 to 5700 reis the 
arroba.”’? While with the arrival of the new United 
States Consul, Condy Raguet of Philadelphia, at Rio de 
Janeiro, on September 8, 1822, it is reported that ‘‘some 
facilities were granted for the prosecution of American 
business,” and that ‘‘An arrangement at the Rio Cus- 
tom House will soon be made for the better; the numer- 
ous guards, with which every vessel was annoyed, will be 
dispensed with, and the collection of duties secured as 


8, A.D.A., August 21, 1822. 9. Issue of December 10, 1823. 
1. A.D.A., November 19,1822. 2. New York Evening Post, January 3, 1823. 
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nearly as practicable upon our own system’’; the same 
ship which told of these signs of progress brought the 
message that markets at Rio de Janeiro were “very in- 
different for all kinds of American produce.” * A similar 
report came at the end of October,‘ and again early in 
November 1822; ° at both those times that market seems 
to have been particularly overstocked with American 
flour, part of which could not be sold at Bahia, and was 
taken on to the River Plate, and some to Callao for the 
Lima market. 

The lack of trade opportunities at Pernambuco paral- 
leled those at Bahia and Rio de Janeiro. Tho American 
flour found a ready sale at $10 a barrel at Pernambuco 
on December 29, 1821, the market there was over- 
stocked with pilot bread, beef and pork, soap (upwards 
of 1200 boxes of which were in the market), spermaceti 
candles, tallow, linseed oil, whale oil, codfish, gin, and 
crackers at that time; *® business was very dull there on 
February 19, 1822, ‘and everything in a confused 
state” ;7 and “‘markets were very dull for North Ameri- 
can productions at Pernambuco” on December 11, 
1822.2 On January 6, 1822, ‘American produce at 
Pernambuco was plenty for the demand, and very dull, 
as public credit was at an end, and most of the monied 
European merchants had left the country.” ° 

In this connection it should be borne in mind that the 
Bank of Brazil, after a checkered existence of thirteen 
years, had failed, on July 28, 1821,? and that the Em- 
peror Pedro I, who was a wretched financier, debased the 
currency and incurred large foreign debts. After 1822, 


. A.D.A., November 20, 1822. 4. Ibid., December 20, 1822. 

. New York Evening Post, January 3, 1823. 6. A.D.A.,, February 2, 1822. 

. Ibid., March 21, 1822. 

. New York Evening Post, January 25, 1823. 9, A.D.A., February 25, 1822. 
. Armitage, Historia do Brasil, Sao Paulo, 1914 ed., pp. 20, 21. 
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therefore, Brazilian money steadily depreciated in value, 
and it can safely be stated that Brazil has never experi- 
enced a more disastrous financial decade than that fol- 
lowing the declaration of her political independence on 
September 7, 1822.2 After studying the foreign com- 
merce of Brazil in 1822 and 1823, one is led to conclude 
that the independence of Brazil from Portugal was 
harmful rather than helpful to its foreign trade, and 
that if Monroe and his advisers had in mind any com- 
mercial advantages to be gained from the enunciation of 
non-colonization principles, the experiences of United 
States merchants with Brazil, whose imports were not as 
necessary to the United States as at a later date, cer- 
tainly showed that the severance of political dependence 
of an American country with Europe was not to their 
advantage. 

If the countries which acclaimed the Fourth of July, 
1823, with such extravagant rejoicings and demonstra- 
tions of friendliness for the United States * were to con- 
tinue buying from her and trading with her, well and 
good; but the removal of the wealthier Europeans as a 
corollary to the withdrawal of their political sovereignty 
might not be an unmixed blessing. 

But in northern South America the present republics 
of Colombia and Venezuela had not yet thrown off the 
yoke of Spain; for, tho Bolivar had won the battle of 
Carabobo on June 23, 1821, the Spanish forces were ac- 
tive and still retained Porto Cabello in October 1822. 
Naturally, the constant hostilities were not conducive 
to the successful development of commerce, altho Cap- 


2. ‘We learn that after the Constitution was adopted, the Bank was examined and a 
deficit of several millions discovered; the Judge in the Custom House, the bank president 
and several others arein prison. The King has deposited his diamonds to cover the loss.” 
Information from Captain Wallis, just arrived from Rio de Janeiro. A.D.A., May 26, 
1821. See also Armitage, op. cit., pp. 20, 21, and Appendix, p. 247. 


3. For the celebration in Buenos Aires, see Ibid., September 5, 1823. 
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tain James Ramage of the United States schooner Por- 
poise reported, on her arrival at Philadelphia on October 
17, 1822, that the government of Colombia evinced 
every disposition to favor United States commerce, and 
that Colombian markets were favorable to United 
States produce and manufactures.‘ Moreover, a letter 
from Porto Bello, dated November 8, 1821, showed that 
city ‘‘short of all kinds of provisions at this time. There 
is not a single barrel of flour in the place, and the last 
sold at 40 dollars a barrel.’ > But in February 1822 the 
market at La Guaira was completely overstocked with 
all kinds of goods, and produce was scarce,® while on 
December 13, 1822, ‘“‘markets were not flattering at La 
Guaira.”’ Payments were apparently being made 
there ‘‘in depreciated currency of 12} per cent loss”’; the 
cocoa crop was poor, and the price of flour from the 
United States seems to have been from $3 to $4 per 
barrel higher at La Guaira than at the Brazilian ports. 
Besides the depreciated currency, there were other 
difficulties, as a correspondent writes from Curagao to 
the New York National Advertiser on August 17, 1822: 
The brig Abeona of New Orleans arrived three days ago from 
Puerto Cabello in ballast — a prize to the Hercules, Spanish man-of- 
war — she is condemned — and reports that the Hercules had cap- 
tured two other vessels, one from Philadelphia and the other from 
3 Baltimore. So far do they carry their hostility against the United 
States that the Spanish frigate Leher of 44 guns, recently at this port, 


had the impudence to declare that she was bound on a cruise for the 
United States frigate Macedonian, supposed to be in this vicinity. 


The West Indies, on the other hand, seem to have 
been regarded as particularly promising fields for com- 
merical expansion. Trade with Cuba flourished with the 
constant demand for coffee and sugar, in spite of the 
many times that traders found flour “dull and declin- 
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4. A.D.A., October 18, 1822. 5. Ibid., February 11, 1822. 
6. Ibid., March 14, 1822. 7. New York Evening Post, January 10, 1823. 
































COMMERCE WITH LATIN AMERICA 479 
ing” and foreign goods abounding and unsalable.® 
Hayti was then independent, and an active trade was 
carried on with the United States— more than with 
several of the other new nations with whom the United 
States was initiating diplomatic relations. Some ac- 
count of the Haytian trade in 1821 is to be found in 
a letter dated Port-au-Prince, on July 9 of that year, 
stating that 


this market never offered a better prospect to the American Mer- 
chant. The country is literally parched with the drought, and the in- 
habitants nearly dependent on American produce for their subsist- 
ence. Notwithstanding the large importations of flour and rice, 
these articles maintain their prices; and, except tobacco, of which we 
(the merchants in Hayti) have a sufficient supply for the present, 
codfish and herrings, which seem to have fallen into total disuse, and 
soap, though not plenty, seems to stick at the quotations, every other 
article is on the rise — Flour is 8 dollars; Beef, 10 to 14; Butter, 25 
cents; Pork, 14 to 21; Codfish, 4; Mackerel, No. 2 is seven dollars; 
Hams, 15 cents; Lard, 15; Rice, 6.50; Tobacco, 7; Soap, 3 dollars per 
box; Lumber at very good prices, and cheese 15 cents. 


Conditions would seem to have changed since Jan- 
uary 31, 1821, when the markets in Hayti were reported 
as much overstocked, as was apparently still the case in 
March 1821 and the market at Port-au-Prince was dull 
for all kinds of American produce on January 5, 1822. 
An interesting summary of contemporary Haytian com- 
merce is contained in the Boston Gazette, which was 
quoted in the American Daily Advertiser of Philadelphia 
for September 13, 1822: ° 


By an official document, published during a past session of Con- 
gress, exhibiting a statistical view of the commerce of the United 
States with foreign powers, for the year ending September 30, 1821, 
it appears that Hayti ranks fifth in importance and value as to im- 
ports and sixth as to domestic exports, and as to the amount of 


8. A.D.A., March 19, 1821. 


9. The passage may be found in State Papers, Commerce and Navigation, vol. ii, 
p. 603. 
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American tonnage, entered into the United States, it stands fourth 
class. Here it might not be irrelevant to show, from the same docu- 
ment, the value of American Commerce to all the Provinces of South 
America, placed in comparison with the single island of Hayti. It 
will be admitted that this estimate of commerce with South Ameri- 
can Provinces for the last year is not by any means a fair criterion of 
what the true value of it will be to this country after their independ- 
ence has been recognized and their domestic commotions shall have 
subsidéd. But yet the same reasoning may be applied to Hayti. The 
value of trade with that country would be enhanced in the same 
ratio. It will be seen from the document before alluded to, that, for 
the year therein named, the total value of imports in American and 
foreign vessels was: 


Ree $2,246,257 


ns SEES EO 


a eS 


REAR ee erate ne $1,114,117 
From Brazil and Portuguese Amer- 
ican Colonies...............+ 605,126 1,719,243 





Difference in favor of Hayti ..... $527,014 


The domestic exports in American and foreign vessels for the same 
time were: 
EER eee eran $1,740,383 
To Spanish and South American 
NS acacia anaes cine $508,176 
To Portuguese American Colonies 
RE a biasivacs 54-6 bee ee ede 885,348 1,393,524 





Difference in favor of Hayti ..... $346,859 


In foreign exports to these ports the balance is rather against Hayti. 
The amount of American tonnage entered into the United States 





stands thus: 
ahs cost kcorend nS arhoscaustin Saks 49,134 tons 
Spanish and South American 
ns arn ack Ss ccckea aii onde 13,838 tons 
Portuguese American Colonies 
das piecucuierue afearcane 10,599 “ 24,437 “ 
Difference in favor of Hayti ... 24,702 tons 
Of foreign tonnage entered into ports of the United States there were: 
ee eee eee eC eee 980 tons 


From Spanish and Portuguese Colonies .. 603 “ 
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A statement showing in detail the trade of the United 
States with Hispanic America in 1821, 1822, and 1823 is 
appended: 


Exports Exports Total 
Imports (domestic (foreign exports 
produce) produce) 


{i $6,584,849 $2,950,055 $1,590,625 $4,540,680 


Giiiiescccscticccasts 1822 7,299,322 3,201,045 1,069,573 += 4,270,618 
1823 6,952,381 3,271,270 2,134,095 5,405,365 

1821 2,246,257 —«1,740,383 530,218 2,270,601 

ee 1822 2,341,817 _—1,746,107 373,704 2,119,811 
1823 2,352,733 —«1,670,140 708,642 2,378,782 

} 1821 626,616 175,217 33,604 208,821 

— Spanish West In-} i595 935,667 150,435 7,606 158,041 
ata a 1823 813,076 256,033 25,495 281,528 
a 216,075 99,895 106,830 206,725 
: " peachy: / 1822 286,910 123,115 127,943 251,058 
ees . iaeeaade 1823 281,835 211,383 100,052 311,435 


Spanish South American { 1821 1,114,117 508,176 529,559 1,037,735 \ 


1822 2,522,988 1,592,767 1,828,286 3,421,053 


and Mexico ........ 
Coast of Braziland ... {is 605,126 885,348 496,412 1,381,760 


Spanish South America { 1823 4,842,502 1,372,526 3,229,347 4,601,873 


other Portuguese... 41822 1,486,567 ‘1,217,411 246,518 1,463,929 
American Colonies... (1823 1,214,810 —_1,062,209 279,181 1,341,390 
In a speech made in the House of Representatives on 
February 13, 1824, Congressman Tomlinson of Con- 
necticut remarked: 

The trade with the West Indies had always been deemed of im- 
mense importance to the United States. It was a profitable trade, 
affording a large balance in our favor. The exports to the West India 
islands consist mainly of the productions of this country, for which 
we can find no other market. It may be useful to state a few facts in 
relation to this trade, which is by some gentlemen so lightly con- 
sidered. The most important articles of export to those islands, of 
domestic produce and manufacture, are lumber, fish, the various 
kinds of animal food, corn, cornmeal and flour. 

Tomlinson added that more than half of all the flour ex- 
ported from the United States (exports of this article 
being valued in 1822 at $2,758,427) went to the West 
Indies, and that domestic exports from the United 
States thereto in the same year exceeded $10,070,000, 
those of foreign growth and manufacture exceeding 
$2,430,000 — total, $12,500,000. The bullion imported 
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from the same islands in 1822 amounted to $297,191, 
and the gold and silver coin to $1,150,932, it being al- 
most one half of all the specie imported during that 
year. Ought such a trade to be disregarded? Ought it 
not to be encouraged, especially when it is remembered 
that it is carried on in the pork, the beef, the lumber, 
and the breadstuffs of the country, for which no demand 
exists in Europe? ! 

The chief interference with trade between the United 
States and the West Indies during the years immediately 
preceding the Monroe declaration was the widespread 
piracy throughout those waters. Vessels were attacked 
even in Havana harbor. Every trade route in the 
“‘American Mediterranean’”’ was infested with many 
varieties of buccaneers and pirates, who seemed to re- 
gard United States merchant vessels as their especial 
prey, probably because of the amount of specie carried. 
In part the activities of the pirates may be attributed to 
the loosening of Spanish authority since 1810 — which 
authority had begun to weaken in the West Indian 
waters many years before. Piracy seems to have been 
comparatively rare in the West Indies before about 
1800. President Monroe sent a special message to Con- 
gress, asking appropriations of what were at that time 
large sums of money to suppress this piracy; and it is 
noteworthy that the success of these efforts is discussed 
at greater length in his famous Message of 1823. Not 
only were the appropriations made, but practically the 
entire navy of the United States was sent out against 
the pirates. This fact, when compared with the expedi- 
tion to the Barbary Coast twenty years before, indicates 
the seriousness of the offense, as do the almost daily ac- 
counts of piratical outrages in the newspapers of the 
time. In Monroe’s famous message to Congress of 
December 2, 1823, far more space is given to the ques- 
1. Congressional Record, 1823-24, p. 1508. 
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tion of piracy and the methods taken by the United 
States Government to suppress it than to the famous 
Doctrine itself. 

For the most part these pirates seem to have operated 
in the West Indies, and not to have interfered so much 
with United States vessels bound for more distant 
points, unless such vessels happened to pass through 
West Indian waters. As has been already stated, trade 
with the West Coast of South America had begun early; 
but the distance and uncertainties of rounding the Horn 
prevented much of the speculative shipping, and the 
Boston trade to California for hides began only in 1822, 
continuing on a rather small scale for the next few years. 
So far as can be ascertained, not more than ten United 
States merchant vessels visited the West Coast of South 
America in 1822, while there were at least seventy-six at , 
the various Brazilian ports, fifty-five in those of the 
River Plate, and twenty at La Guaira. Occasionally, as 
has been shown before, failure to find a market on the 
East Coast sent a vessel to the Pacific, and some of those 
that called at Pacific ports were on their way to China 
for tea. On the West Coast, too, the struggle for inde- 
pendence was not won until the battle of Ayacucho, 
which took place a year after Monroe’s declaration, on 
December 16, 1824; and many accounts are found of the 
high-handed measures of Admiral Cochrane, which 
seem to have been especially directed against United 
States vessels. Nevertheless, we learn that “Should 
Peru open, the trade of all South America must certainly 
revive materially. At the present moment, goods in 
Chili are selling at enormous prices, particularly British 
manufactures, on account of the great quantity that 
find their way into Peru in a contraband way.” 

However, it was the whaling vessels that chiefly 
rounded the Horn. In the course of the debate in the 
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United States House of Representatives on December 
18, 1822, on the bill authorizing the occupation by the 
United States of the mouth of the Columbia River, Mr. 
Baylies of Massachusetts, who was one of the com- 
mittee that reported the bill, spoke at some length, 
maintaining that the mouth of the Columbia River 
should be occupied because “‘ if there is one branch of 
the mercantile industry of the country more important 
than another it is the whale fishery . . . its capital is 
created by labor; it is dragged up from the bottom of 
the ocean . . . it has now become a business of na- 
tional importance.” Baylies continued with the state- 
ment that thirty-six of the sixty-five vessels employed 
in the whale fishery from the port of New Bedford were 
employed in fishing for spermaceti whales in the Pacific 
Ocean, and added that all the Nantucket ships except 
one were there also. 

It will be remembered that as early as 1774 United 
States whalers had begun to cruise along the coast of 
Brazil. Baylies’s next statement was to the effect that 
since the end of the War of 1812 the greater number of 
the whaling ships of New Bedford had been employed on 
the coast of Patagonia and the adjacent waters in fish- 
ing for right whales; but oil of that description having 
fallen in price within the last two years, many vessels 
had been taken from that fishery, and had been dis- 
patched to the Pacific to fish for spermaceti whales, as 
the oil made from them had fully sustained its prices. 
Baylies added that most of the oil which had been ob- 
tained from the Pacific was spermaceti oil, altho a small 
amount of black whale oil had been taken on the coast of 
Chili in the bays and harbors. From the writer’s per- 
sonal researches it seems clear that this whaling on the 
coast of the Pacific did not begin to be important until 
after 1815, altho isolated vessels had gone there on this 
business previously. Baylies estimated the annual value 
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of the fisheries in the Pacific Ocean to Nantucket and 
New Bedford alone at one million five hundred thou- 
sand dollars, and the whale oil and bone which had been 
brought to both places since the close of the War of 1812 
had exceeded three million dollars in value. 

In view of the development of the lumber export busi- 
ness from the Pacific Coast of the United States to the 
West Coast of South America during the last twenty 
years, a quotation from another letter written by Collec- 
tor Hawes to Congressman Baylies may be of interest as 
showing the beginnings of an important inter-Pacific 
trade. 

Since my last I have learned, from a very intelligent shipmaster 
who recently arrived from Valparaiso, that a vessel loaded with spars 
from Columbia river had arrived there, and found a good market. 
I am led to believe with him that the lumber trade from the settle- 
ment at the mouth of that river to Peru and Chili must be made 
profitable, as there is not any wood in either of those places proper 
for spars. I have known spars carried from the Island of New Zea- 
land to those places, which paid a very great freight. 

That the importance of the South American trade was 
recognized by a number of prominent senators to whom 
Monroe’s famous message was addressed, and that this 
trade was considered important, may be seen from re- 
marks made in the course of the debate in the United 
States Senate on February 11, 1824, on a bill proposed 
by Senator James DeWolf, of Rhode Island, allowing a 
drawback on the exportation of cordage manufactured 
from foreign hemp. Senator Samuel Smith, of Maryland, 
in a speech urging the passage of this measure, stated 
that, if the duty were not refunded on such exportation, 
our merchants and manufacturers would be seriously 
hindered from competing in foreign markets. He con- 
tinued: 

It is no more than a fair principle to grant it. It will give employ- 


ment to a large portion of our shipping. It will assist in making up 
our essorted cargoes for the South American States. We were the 
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first to acknowledge their independence, and to recognize them as 
nations. And shall we now shut ourselves out from the enjoyment of 
their trade? . . . The trade to South America is a very important 
one. We may, to a considerable extent, supply their markets with 
every article they want, upon which we are not compelled to pay a 
duty to our own Government. That trade is annually increasing — 
we export to that country great quantities of soap and candles, the 
manufacture of which gives extensive employment to our people. 
We now export a great many articles to South America, such as 
furniture, saddles, hats, boots and shoes, iron castings, and so forth. 
Of these the raw materials are the products of our own country. In 
the articles we export to South America most of them are free from 
duty. We export a large quantity of hats; castings of iron are also 
considerable articles of export to South America, and the demand for 
them is daily increasing. So in regard to our cotton goods, large 
quantities of certain kinds are exported to Mexico, Laguira, and 
other places. They value our cotton goods more than those of any 
other country. If the bill should pass, it would enable the manu- 
facturers of this country to supply South America with cordage; and 
a great many vessels would be employed in the business to which it 
would give rise. 


In another speech in favor of the bill Senator Lloyd of 
Maryland remarked that he “thought that the oppor- 
tunity of the South American markets would be very 
advantageous to the home growers of hemp.” 

From the foregoing it will be gathered that the trade 
of the United States of America with Hispanic America 
in 1823 was important as regards both exports and im- 
ports; that it had been developing for at least twenty- 
five years; and that it occupied the attention of many 
people in the Atlantic Coast ports. What direct in- 
fluence it exercised on the minds of Monroe and his 
Secretary of State, John Quincy Adams, in their famous 
declaration, it is not easy to say; but it seems hard to 
believe that it was wholly without bearing on that note- 
worthy statement of our foreign policy. 


CHARLES Lyon CHANDLER. 


Corn Excuance NaTIONAL Bank 
PHILADELPHIA, Pa. 





















































REVIEW 


CLARK’S ECONOMICS OF OVERHEAD COSTS! 


Tue relations between general economic theory and the 
management of the individual business are likely to become 
more and more a matter of exercise to economists and to busi- 
ness men. There is considerable evidence that economic 
teaching is beginning to make some impression upon those 
responsible for the conduct of business, who, since the 1920 
crisis, have exhibited greatly increased willingness to be in- 
structed by economists in matters affecting general trade and 
financial movements. If this spirit continues, it will put upon 
economists the task of reéxamining their position in some mat- 
ters, of sharpening their definitions in others, and — what is 
still more pertinent to the present discussion — of determin- 
ing how far they are willing to go in extending advice to the 
individual business man about his particular business. In 
this connection a number of economists have already taken 
the position that it is a matter of reproach to economic 
science that it has not gone further in supplying answers to 
the business man’s individual questions; they contend that 
the progress of economics will change all this; they will make 
it a more specific, a more “useful” science. 

Professor Clark’s book is of this order; and he is not con- 
tent to apply existing economic doctrine to the problems of 
business with a view to elucidating them. He wishes also to 
make his studies retrospective, so to speak, and wonders 
“whether the whole body of economic thought must become 
an ‘economics of overhead cost’ in the sense of being inte- 


1, Studies in the Economics of Overhead Cost, by J . Maurice Clark. Chicago, The 
University of Chicago Press. 1923. Pp. xiv, 502. $4. 
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grally built upon this as a part of its foundation” (p. ix). He 
is “almost tempted to conclude that its (economic science’s) 
prevalent ideas on expenses of production date back to the 
domestic system’’ (p. 2). 

This proposed wholesale reconstruction of economics is not 
likely to find general acceptance among economists them- 
selves, many of whom, tho they wish to see economics become 
a “useful” science, have no intention of making it useful in 
this particular way.? But granting even that the problems of 
the individual business man are meat for the economist, there 
is still a question whether, as a matter of tactics, it is a wise 
thing to endeavor to guide business men in their early studies 
in the rudiments of economics by telling them that the whole 
subject of economic science will have to be reconstructed. 
Such advice cannot but be discouraging to those business men 
who, Professor Clark hopes, will find his book readable. 

The central thesis of the book is that the behavior of over- 
head costs, and in particular the presence of heavy fixed 
charges on large investments in manufacturing equipment, is 
destructive of that part of the theory of value which states 
that there will be one price in the market for any one com- 
modity. When a plant is producing below capacity, as is the 
case more often than not, it can increase its output at a con- 
siderable decrease in the cost per unit; a situation in which 
Professor Clark finds a temptation to “discrimination” in 
price-setting, in the direction of quoting constantly decreas- 
ing prices as the resistance of the market increases, for the 
purpose of inducing the market to take the added output. 
The process will continue down to the point where the price 
obtained will cease to make contribution to the fixed charges. 
This statement is perhaps in broader terms than Professor 
Clark would find acceptable. For the purposes of his exposi- 
tion he divides costs of production into several classes which 
have little relation to the items commonly found in account- 
ing statements, but rather run in cross-section through them. 
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2. “It is not the busi of ists to teach woolen manufacturers how to make 
and sell wool or brewers how to make and sell beer, or any other business men how to do 
their job.”” — Professor A. C. Pigou, Economic Journal, December 1922, p. 463. 
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After mentioning the common distinction between operating 
expense and fixed charges, he proceeds to introduce “ differen- 
tial” and “residual” costs. The former denotes the amount 
of additional expense which will be incurred to produce a 
given addition to the current output. For example, a plant 
with a capacity for producing 100,000 units per annum is 
actually turning out 80,000 per annum; to produce 90,000 
units would involve no extra equipment, no additional fixed 
charges arising from equipment, and very little increase in any 
of the items of overhead. The difference between the total 
cost of 80,000 units and the total cost of 90,000 units is the 
differential cost of the 10,000 extra units, and will consist of 
their direct material and labor costs plus a small fraction for 
incidental increases in the overhead. This differential cost is 
the figure which the author believes to be crucial; so long as 
the additional 10,000 units can be sold in the market at any 
sum in excess of their differential cost, it will pay to make and 
sell them, and the business man is impelled to cut prices — on 
the added output — down to this point. The differential 
costs are thus supposed to include only those costs which are 
incurred especially for the benefit of the particular part of the 
output under consideration. After costs have thus been allo- 
cated to various sections of the output, there is a residue of ex- 
pense which has been incurred by the business as a whole, but 
which is not specifically allocable to any part of the output. 
Little use is made in the argument of these “residual”’ costs; 
the “differential” costs are the principal point of departure. 

The book then proceeds to analyze the economies of large 
and small plants, of different forms of combination, and the 
behavior of different “business rhythms” (which means sea- 
sonal and cyclical movements). The various types of eco- 
nomic enterprise are reviewed in the light of the author’s cost 
classifications, with a view to learning what is the behavior of 
the cost per unit of output for railroads, public utilities, manu- 
facturing plants, and agricultural enterprises. 

All this is reminiscent of ‘those economic boxes” which oc- 
casioned such a lively tilt between two of the leading English 
economists a short time ago, and to which a third has come 
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with added zest.? Professor Clark is endeavoring to fill the 
little boxes; he wishes to give more definite form and more 
precise content to the economic conceptions which have com- 
monly been accepted as contributory to the determination of 
value. He evidently is of the mind of Professor Pigou, that 
the “little boxes,” if filled, would be useful to economic 
science. It is true that it is not his purpose to contribute much 
specific information for the formation of supply and demand 
curves for different commodities; but he indicates the direc- 
tion which he believes should be taken by that study. He of 
course understands, for he says it several times,‘ that costs of 
production alone do not determine selling prices. Neverthe- 
less, in reading the book one has a constant impression of an 
underlying assumption that costs do determine prices, and 
that the cost studies to which he invites us will provide com- 
plete answers for many perplexing problems of value. As a 
matter of fact, however, the book represents only one half of 
the problem; it is a study of the conditions which affect the 
supply curves for different commodities at different points in 
the career of individual firms and of the market. The factors 
of demand are given very little attention. 

The greatest question raised by Professor Clark’s book is 
identical with one aspect of the English controversy above re- 
ferred to. Are the experiences of the individual firm of in- 
terest and significance to the economist; or is he concerned 
only with the generalizations which can reliably be made 
from the observation of many individual firms? We all re- 
member Marshall’s “representative firm,” but that creature 
is intended to be a type of many and so is used for the purpose 
of constructing a general doctrine. The present writer will 
refrain from suggesting to economists what their sphere shall 
be; indeed he would dislike to see the question finally settled 
so long as their own discussions of the subject make life so 
interesting. 


3. The Economic Journal, September 1922, p. 305; December, 1922, pp. 458, 560; 
March 1924, p. 16. 

4. The author has anticipated several of the comments contained in this review; but 
whereas he mentions them as minor modifications of his principal argument, they ap- 
pear to the present reviewer to be, in places, subversive of that argument. 
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It need not be denied, however, that there is a place for 
several categories of business and economic study. There are 
those matters which connect themselves with public policy 
and the general welfare; there are those other matters which 
affect the welfare of the several trades and industries, the 
subject-matter for which will be derived from studies of the 
firms within the respective industries. These two groups of 
questions will continue to be the principal interest of econ- 
omists. A third category has to do with the policy and ad- 
ministration of individual firms; this group will always be 
handled chiefly in the schools of business, and a large part of 
the data for its study will continue to come from accounting. 

Professor Clark’s ambitious project has been to make a 
study which surveys parts of all these three activities. He in- 
forms us in the preface that the book has formed the subject- 
matter of a course which included both business-school stu- 
dents and students of the Department of Economics in the 
University of Chicago. It is probable that there has been too 
great a gulf between economic study and business study in the 
universities. But again one may be permitted to wonder 
whether more progress will not be made in that direction by 
endeavoring to show the application of generally accepted 
economic doctrine to the management of the individual firm. 
Professor Clark will immediately rejoin that the English con- 
troversy above referred to is one of many evidences of the 
fact that few economic doctrines are generally accepted; but 
still it may be urged that more progress will be made if we do 
not try to do too many divergent things at once. 

With regard to the major proposition of the book, there is 
one generalization which it seems worth while to mention. 
For the purpose of this generalization, business enterprises 
may be divided into two groups. In one group the market 
price has a very strong tendency to be related to the cost of 
production. First in this group is the entire public-utility 
class, including the railroads, in which public regulation is 
endeavoring to establish a direct and immediate relation be- 
tween cost of production and price. Professor Clark very 
properly gives considerable attention to these. Closely allied 
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are the industries producing staple commodities — industries 
which will always have a decided tendency to establish prices 
on the basis of the cost of production, but subject always to 
natural or artificial changes in the supply. By “natural’”’ is 
intended the changes like fluctuations in harvest yields; and 
by “artificial” is meant those changes which may arise from 
control of the supply being vested in the hands of small groups 
capable of exercising restrictions. 

The second major group contains those industries in which 
the price is very much less definitely associated with the cost 
of production. Here we find all firms whose products have 
elements of style, individuality, artistic properties; these 
being large factors in the demand for them. In countries like 
China or India, where the mass of the people are down to a 
subsistence level of economic consumption, the production of 
the necessary staples will constitute almost the whole of their 
economic activity; but in a wealthy country like the United 
States there is a large and ever-growing group of businesses 
which cater to advanced tastes and comforts. Even in this 
class no one would wish to say that cost of production is of 
no effect; moreover, the two groups referred to merge into 
each other by imperceptible degrees. For firms in the second 
group, however, the primary object of constructive manage- 
ment must always be to impart to their business, either to its 
management or to its product, those elements of boldness, 
novelty, art, and distinctiveness upon which they rely for 
their business success. In these cases, Professor Clark will 
find it impossible to induce the proprietors to make the care- 
ful analyses of cost which he indicates. Such a business, suf- 
fering from low output, stands to gain infinitely more from a 
bold stroke of business policy, embodied either in the product 
itself or in the means of marketing it, than could possibly be 
hoped for from the most meticulous studies of differential 
costs. 

There are several novel features in the book which are 
likely to startle the orthodox. Among these is a chapter on 
“Labor as an Overhead Cost.’”’ We all understand that “in- 
direct” labor — the labor engaged in management, supervi- 
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sion, inspection, maintenance, and general help — is an item 
of overhead; and so is all the expense connected with the 
labor “turnover.”’ But the author’s point is that all labor is 
an overhead to society, on the ground that whether it works 
or not it must eat, and the cost of maintaining it in idleness is 
an overhead cost to the community. This is a presentation 
which the author has purposely made striking, doubtless be- 
cause of the difficulty of arousing business men to a sense of 
the burdens which result from the uneven workings of our 
social economy. In so far as it serves that purpose, it is val- 
uable. But does it apply to his argument about discrimina- 
tion? If labor does not work it simply is not producing; the 
sum total of commodities available to the community is 
thereby reduced. In this sense all those wastes discussed 
by the Committee of the Federated American Engineering 
Societies 5 as being due to engineering and administrative 
difficulties, and all those discussed by Professor Carver ® as 
due to the weaknesses of the human race in general, are “over- 
head costs.”” But certain it is that they are not overhead costs 
of the kind that will induce the individual firm to quote dis- 
criminating prices for the purpose of increasing its output; 
tho Professor Clark presumably would make them so, by 
compulsory insurance or wage agreements. 

The goal of this argument about labor as an overhead cost 
is Professor Clark’s belief that the individual firm should do 
something to alleviate the worst evils of depression, by re- 
fraining from turning its men out to join the unemployed. He 
emphasizes the fact, which nobody will dispute, that the 
wholesale dismissal of operatives at the mere approach of bad 
times is the surest way to aggravate the evils which all wish to 
avoid. But there is reasonable question as to what the in- 
dividual firm should do under these circumstances. If Pro- 
fessor Clark means that employers should strain every nerve 


5. ‘ Waste in Industry”; The Committee of Elimination of Waste in Industry of the 
Federated American Engineering Societies. New York, McGraw Hill Book Co., Inc., 
1921. 


6. The Foundations of National Prosperity; Richard T. Ely, Ralph H. Hess, Charles 
K. Leith, Thomas Nixon Carver. New York, The Macmillan Company, 1917. 
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to avoid dismissing men, by using originality in finding prof- 
itable, if novel, ways of employing them, all will agree. If he 
means that a clear understanding of the general bearings of 
this subject will predispose employers in favor of remedial 
schemes undertaken by the government or by industrial 
groups, almost as many will consent to that. But if he pro- 
poses that a firm shall at the approach of depression continue 
to employ its men in the regular way, turning out goods for an 
already overstocked market, in the hope that by so doing it 
will be helping indirectly to maintain or restore the demand 
for its own products — then it is to be feared that he does not 
fully apprehend how skillful business men are in shifting costs 
and losses to any who show the slightest willingness to assume 
them. His amiable and public-spirited firm would be given 
every encouragement to “do its bit” in thus promoting gen- 
eral good times; but we are not clear as to how it is to be 
reimbursed for this philanthropy. 

One contention advanced by the author is that a “social 
accounting’”’ would show such a policy to be more profitable 
than ordinary private accounting would indicate (p. 401). 
Apparently it is meant that, altho this altruistic firm would, 
under the circumstances described, be compelled to sell its 
product more cheaply than before, yet the proceeds, dollar 
for dollar, would buy more than before because lower prices 
are in vogue. This is true, but it does not go far enough. 
What is necessary is that the firm should obtain a sufficient 
return on its sales to cover its own disbursements for the 
specific goods and services which it has put into its product. 
If it fails to do so, its working capital will be depleted, and, 
if the process is kept up, it will go bankrupt — a fate from 
which no amount of “social accounting”’ will save it. 

This part of the author’s reasoning is characteristic of his 
general attitude. He hopes much from the acquisition by 
business men of a broad social point of view; and certainly 
nothing but good can come from a correct understanding of 
these interacting forces. But the profit-and-loss account of 
the individual firm has a few inexorable implications which 
cannot be disregarded. 
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The other items in Professor Clark’s constructive program 
aim to soften the asperities of the business cycle (p. 407). 
Better control of credit, construction of public works in bad 
times, unemployment insurance, some stabilizing of the dol- 
lar (not “absolute stabilization”), making employers more 
responsible for the casual labor they employ, better coérdina- 
tion of employment offices, and public confidence in remedial 
measures, are the principal agencies which he favors for this 
purpose. 

Professor Clark deals more sympathetically with cost ac- 
counting than some economists do; and after his own candid 
acknowledgment of his limitations in that field, it would be 
ungracious to be hypercritical. A few suggestions, however, 
may perhaps be offered in a constructive spirit. In the first 
place, his classifications of method are entirely academic, in 
the sense that they correspond to the subdivision of business 
knowledge into college courses. As the author himself states 
(p. 232), cost accounting, statistics, and operators’ estimates 
are all combined in practice to produce the necessary informa- 
tion; and to dwell on their distinctions is simply to repeat the 
little rivalries of technical men who approach the subject 
from different points of view. Secondly, the confusion be- 
tween cost and selling price of the inventory (p. 240) seems to 
be based on misapprehension. When an accountant values an 
inventory at “cost,” he aims to include in that term only 
actual outlays; he rigidly excludes anything in the nature of a 
profit; it is for this reason that accountants object to treating 
interest on investment as a cost of production. Accounting 
practice in this matter is identical with what Professor Clark 
next refers to with approval as “customary business policy.” 
Thirdly, the author’s general attitude on the matter of in- 
cluding interest on investment as a cost is that to which 
nearly all informed and sensible men have come — to include 
it for some purposes, and exclude it for others. In applying 
this policy, however, it is a mistake to assume (p. 245) that it 
may be included and excluded at will in cost records. In a 
case like the collection of operating statements from many 
different firms, the matter resolves itself into a question 
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merely, whether the interest amount shall be shown as an ex- 
pense before net profit is obtained, or as an apportionment of 
the net profit after it has been obtained.’ But it is a different 
matter to inject interest on owned capital into an elaborate 
cost system for a manufacturing concern, and to allow it to get 
disseminated through all the ramifications of burden distribu- 
tion and valuation of work in process. There is at least one 
case on record of a large concern which decided to put it in, 
and then deemed it unwise to do so; and the task of eliminat- 
ing it from the system was a very lengthy and expensive one. 
But, subject to these modifications, Professor Clark’s dis- 
cussion of cost problems will be found suggestive and stimu- 
lating to cost accountants, and enlightening to the employers 
of cost accountants. 

Another new way of expressing an old fact is contained in 
the computation relating to the capacity costs of a railroad 
(pp. 383-385), where the following doctrine is propounded.*® 
If a railroad carries 10,000,000 tons of traffic a month for ten 
months of the year and 12,000,000 tons a month for the other 
two months, its capacity must be at least 12,000,000 tons per 
month. Were it not for the extra 2,000,000 tons per month in 
two months, however, the railroad could handle all its busi- 
ness with a capacity of 10,000,000 tons per month. There- 
fore, concludes the author, the fixed charges for the whole year 
on the equipment needed to handle that additional 2,000,000 
tons of freight should be charged to the business of the two 
months in which the peak load occurs, in addition to the 
costs of handling 10,000,000 tons; with the result that, in- 
stead of showing a larger profit, as is universally expected, 
these two months of large business show a loss; and Professor 
Clark raises the question whether freight should not be 
charged higher rates during these two busy months. The 
computation is arithmetically correct, but is it the best state- 


7. This is the case in the compilations of the Harvard Bureau of Business Research; 
see Bulletin No. 29 — Explanation of Schedule for Department Stores, pp. 24-32. The 
present reviewer agrees with the Director of the Bureau, and would treat interest as an 
expense in this instance. But it could be put in either place with equal ease. 


8. In this abridged statement the illustrative figures have been changed, but the 
sense is the same. 
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ment of the facts? Question may be raised as to how much 
extra it would cost to handle 12,000,000 tons in this case — 
probably much less than the author’s relative figures imply: 
but granting his figures, for purposes of the argument, is his 
inference from them sound? Cost computations of this sort 
are useful only in so far as they are instructive and wisely 
suggestive to the management; and it must be admitted that 
the suggestion which Professor Clark derives from his compu- 
tation does not inspire confidence. Surely it is more reason- 
able to say that the total costs of the year are the costs of 
handling 124,000,000 tons of freight, this being the total 
freight offered during the year. Before the railroad was built, 
the promoters might well have argued among themselves as 
to whether they would provide capacity for 10,000,000 or 
12,000,000 tons per month; but having once provided the 
12,000,000-ton capacity, and having incurred the resultant 
charges, they would welcome the 12,000,000-ton months as 
reducing the average per-ton cost of the year and increasing 
profits; and any policy which aimed at discouraging the busi- 
ness of these months would be economically unsound. Grant- 
ing an existing capacity of 12,000,000 tons per month, the 
significant fact is not that the per-ton cost is increased by 
the busy months, but that it is increased by those months 
which provide only 10,000,000 tons of freight, thus leaving 
idle capacity. The policy of the management will then be, 
not to penalize the good months, but to seek ways and means 
of developing traffic to utilize the idle capacity of the poor 
months. 

The present reviewer does not wish, however, to appear 
blind to the point of Professor Clark’s contention. Before the 
railroad is built and equipped, the point he makes, and in the 
aspect which he presents, should be seriously considered by 
the proprietors. But after the railroad has been bujlt and the 
investment made, retrospective calculations of this sort do 
not apply; and it may here be observed that a number of dis- 
putes about the use and interpretation of cost figures originate 
in this same failure to distinguish between these calculations 
according as they are made before or after investment. 
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The chapter entitled “ Discrimination in the Modern Mar- 
ket” is slightly disappointing to the reader whose expecta- 
tions have been aroused to look for some startling examples of 
discrimination of the kind described, and under the circum- 
stances referred to, in the major thesis of the book. One looks 
to see cases where, after the market has taken a certain quan- 
tity at a certain price, further quantities are offered at a suc- 
cession of reduced prices, for the purpose of inducing the mar- 
ket to absorb them, the process going on so long as the price 
obtained exceeds the “differential cost.’ This, however, is 
not what is offered. Instead, we are given a review of the vari- 
ous methods and devices for increasing volume in general, 
extending all the way from international “dumping” to the 
corner grocery with its weekly “specials.’”” The dumping, of 
course, is in some respects within Professor Clark’s definition 
of discrimination; it does offer additional quantities of the 
same commodity at a reduced price. But most of the other 
examples are of the general class of activities known as “ push- 
ing”’ the goods to increase volume in general. Among these we 
rather expected to find mention of one practice which would 
exemplify Professor Clark’s contention much better than 
most of the cases he himself has given, namely, that of having 
a second line of goods, substantially similar to the principal 
product, but made and sold under a different name in order 
that it may be offered to the public at a reduced price without 
spoiling the market for the principal product. 

But the main question which comes to mind in reading this 
chapter is why Professor Clark should imagine that he is dis- 
proving the general theory of the tendency to one price for 
any given commodity in the same market. Not one of his 
examples does disprove this statement of a general tendency; 
in every case he either has the same product in different mar- 
kets, or else has different products in the same market. 

The net of the argument, then, is this. Professor Clark finds 
the concept of one price in one market to be so broad as to in- 
clude many subdivisions of divergent tendency. He there- 
fore deems the generalization to be erroneous and misleading; 
and he proceeds to explore the interior of this too large and 














































REVIEW 499 


- cumbersome “economic box,” and finds it to be filled with 
™ “an intricate collection of little cases” ® each with different 


f content and behavior. But when his analysis is completed, his 
. objections all weighed, and his distinctions all allowed, the re- 
s sult seems to be that, for any one commodity, in any one mar- 


. ket, at any one time, there tends to be one price. Only the 
- “commodity” is smaller, the “market” is more confined, and 
- the “time” is shorter than each was at the beginning of the 
e book. His presentation none the less will help intelligent 
S business men to understand their economic environment bet- 
. ter, and in this direction Professor Clark performs a great and 
needed service. 


_ 


e T. H. SanpeErs. 

f } 
a GRADUATE SCHOOL OF BusINEss ADMINISTRATION 
e HarvarpD UNIVERSITY 
T 


9. Economic Journal, December 1922, p. 463. 














NOTES AND DISCUSSIONS 


PROFESSOR EDGEWORTH’S VIEWS ON 
INDEX-NUMBERS 


In the September number of the Economic Journal, of last 
year, Professor Edgeworth has honored me with a review of 
my little work, The Problem of Estimation, so far as it relates 
to index-numbers.' Having criticized my first book, The 
Measurement of General Exchange-Value, and been criticized 
in return by me in the aforementioned booklet, he returns to 
the charge. Perhaps I may be permitted to put in a few final 
words in a Journal which reaches an equal number of readers. 
Professor Edgeworth’s and my views on index-numbers are 
diametrically antagonistic. Either his or mine must be wrong; 
and if the wrong ones are those of an economist, mathemati- 
cian, and statistician so authoritativeas Professor Edgeworth, 
it would be well that others should be warned. I will confine 
this article to fundamentals. 

The deepest difference between us, in my opinion, is that 
Professor Edgeworth belongs to a school which appears to be 
content with indefiniteness and vagueness. In his criticism of 
my first book he held up for admiration and imitation ‘the 
judicious compromise and happy ambiguity of Sir Robert 
Giffen”’;? and in the present review he at the outset quotes 
favorably the late Professor Sidgwick’s advice ‘‘to fall back 
on a rough comparison,” and approves Professor Bowley’s 
substitution for exchange-value of a certain “‘ vague word”’ be- 
cause of his not imagining “that there is any definite quan- 
tity that can be measured.” * And so it happens that when I 

1. He continued the review in an article, published earlier, in the July number of the 


Journal of the Royal Statistical Society, going more into detail on kindred statistical 
topics. These Journals will be referred to as E. J. and J. R. 8. S. respectively. 


2. E. J., September 1901, p. 410. 3. Ibid., September 1923, p. 344. 
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try to clarify the concept of exchange-value, Professor Edge- 
worth refuses either to follow me or to make an effort to do it 
in his own way. He does not take the trouble to point out 
where, in his opinion, I have failed, but remains with Mill in 
believing in “the necessary indefiniteness of the idea of ex- 
change-value,’”’* and consequently in the necessary failure 
of any attempt to render it definite. All that I have written 
about the compensation of particular exchange-values is to 
him as if it were not. 

The indefiniteness and vagueness lie even further back, in 
the general term “value.” Value has been analyzed by econ- 
omists into various kinds, the most important of which are 
those called ‘‘exchange-value”’ and “‘esteem-value.” These 
are not my terms: I have merely taken them as I found them. 
The only new thing I have done about them is to suggest that 
it would be conducive to clear thought if economists should 
use these specific terms in place of the vague and indefinite 
generic term. The haziness caused by not doing so appears 
early in Professor Edgeworth’s article. Exchange-value and 
esteem-value, as subsumable under value, have many points 
in common; but as distinct species of value, they have several 
differences, one of which is that they may vary differently and 
therefore must be measured differently. Now, Professor 
Edgeworth refers to a not very distant period in the past when 
production was increasing, while, wages being more or less 
stationary, the price-level was falling at the same rate, as was 
alleged (and consequently the exchange-value of money was 
rising at a corresponding rate), and says that then “‘the value 
of money according to this definition would be regarded as 
stable,” and that accordingly it might be thought advisable 
to acquiesce in this kind of stability of the value of money.® 
This was stability of the esteem-value of money; and there is 
a question whether it is better that money should be stable in 
esteem-value or in exchange-value — a question not confined 
to that particular occasion; for almost all economists have 
professed that money ought to be stable in “value.” If the 
former is the proper standard, the more important problem in 
4. E. J., September 1901, p. 409. 5. Ibid., September 1923, pp. 344, 345. 
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measuring the value of money is to measure its esteem-value. 
If the latter is the proper standard, the more important prob- 
lem in measuring the value of money is to measure its ex- 
change-value. On this matter there has been much confusion 
of thought, which I tried to clear up in my work, The Funda- 
mental Problem in Monetary Science; but the school of econo- 
mists to whom reference has been made prefer the indefinite- 
ness and vagueness of the general term “value,” and make no 
attempt to get out of the ambiguities it involves. If Professor 
Edgeworth has reached a firm conviction as to which of these 
standards is the proper one, let him tell us so: he should then 
advocate the one he prefers, and try to get its best measure- 
ment. Or if he is still undecided between the two, as he was 
when he wrote his article on index-numbers in Palgrave’s 
Dictionary, let him say plainly that he does not know which 
is the principal purpose in measuring the “value” of money. 
In this case he may desire to have both the alternative meas- 
urements; but then he ought to keep them distinct. As for 
myself, I hold with the majority of people that it is the 
exchange-value of money that needs to be kept stable, 
and on this account I have confined my labors to getting the 
best possible measurement of exchange-value, leaving the 
measurement of esteem-value to any one who cares to 
undertake it. 

In this measurement Professor Edgeworth still accepts the 
validity of the “circular test,” which he was the second to 
propound in its original form,* and agrees with me that this 
test “ought to be fulfilled.” 7 This agreement, unfortunately, 
is short-lived. For at the same time he asserts that “we can- 
not expect this test to be fulfilled when there are violent 
changes in the quantities [and prices] which enter from time 
to time into the computation.”’ By this he seems to mean an 
@ prior: expectation, which frees him from the obligation to 
seek for a definite and precise method of measuring the ex- 
change-value (or any value) of money that shall fulfil this 


6. See M. G. E.-V. (The Measurement of General Exchange-Value), p. 203. 
7. E. J., September 1923, p. 345. 
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test, in spite of his admitting that it ought to be fulfilled. 
Here I cannot agree with him, because if we could attain the 
perfect method of weighting and averaging, it would do what 
it ought to do, viz., measure correctly any changes of prices 
upon any changes of quantities. As a fact, if we assume that 
the quantities, no matter how different they may be from 
commodity to commodity, are unchanged throughout all the 
periods compared, then no matter how violent the price- 
variations may be, not only this test but other tests can be 
exactly fulfilled, since we have for these cases two perfect 
methods of weighting and averaging the price-variations, and 
a third nearly so for ordinary divergences, all embraced in 
what Professor Fisher calls the “aggregative’’ method, which 
has been recognized by Professor Edgeworth himself.* This, 
however, is only part of our problem — a theoretical portion, 
one of two into which our whole problem may be analyzed. 
Rather curiously, in the continuation of his review Professor 
Edgeworth takes the part (when the averaging is applied to 
family budgets and to retail prices) as “the primary’’ object 
of index-numbers, and the whole he treats as their “second- 
ary” object.? He must, then, admit that the primary index- 
numbers perfectly fulfil the circular test, whether applied only 
to two or to any number of commodities, however different 
their quantities and however great their price-variations. 
But surely he has reversed the proper order. Or, better, there 
is no order of precedence here. What he calls primary is only 
a stunted form of the real problem, one which may, in prac- 
tice, be adopted for convenience only, or in default of suffi- 
cient data. For in reality family budgets are not made up of 
fixed quantities, notwithstanding that economists have gen- 
erally treated them as if they were. Family budgets vary 
from year to year, just as the national budget does. The 

8. He is one of the many writers on the subject who have recognized that on this as- 
sumption the measurement is perfectly accurate: see M. G. E.-V., p. 544, In the recent 
E. J. article he repeats that if we could make this assumption, the measurement ‘‘ would 
be very simple ’”’ (p. 344). 

9, J.R.S.S., July 1923, pp. 570, 571, following A. W. Flux, Ibid., March 1921, p. 175. 
Family budgets are conceived in the usual way as “a fixed schedule of articles”’ with 


varying prices. What is thereby measured seems to be identified with “ purchasing 
power.” 
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problem of solving the one correctly is the same as that of 
solving the other. In this whole problem we have not yet 
found the perfectly correct method. I for my part have tried 
my best to find it, and have failed; and until some one else 
succeeds, I agree, for this a posteriori reason, that we cannot 
expect the circular test to be fulfilled. 

And, because of the general failure, we cannot now, in the 
whole problem, expect this test to be fulfilled at all. There is 
no need of emphasizing special conditions when the expecta- 
tion is not to be entertained. We must expect this test to re- 
main unfulfilled, not only when the two elements vary vio- 
lently, especially when the commodities are few and their 
variations divergent, but also when the commodities are 
many and their prices and quantities vary but slightly — or 
“‘sporadically,’’ to use the poetical expression Professor Edge- 
worth is fond of. The only difference is that in the former 
case the non-fulfilment may be glaring and in the latter it may 
be concealed in a second or third decimal not always reached. 
The same difference holds between our variously imperfect 
methods in their application to these cases. Professor Edge- 
worth himself has told us that different methods of weighting 
and averaging when applied to a few extravagantly varying 
commodities yield “seriously’’ discrepant results; and that 
when applied to many slightly varying commodities they 
yield, many of them, results so close that their discrepancies 
may be looked upon as “insignificant.’”’ He takes this as a 
sufficient defense of index-numbers when confined to “the 
sporadic dispersion which very generally prevails in this 
world.” ! But it is only natural that different methods should 
be discrepant unless they are true methods; and false methods 
naturally exhibit their discrepancies more plainly in cases 
with violent changes than in ordinary cases *— which is a 
reason for choosing violent ones in our tests. What is impor- 
tant is that even the best method we have is discrepant with 
itself, and therefore not true, as is disclosed by the circular 


1. E. J., March 1896, pp. 133-136. 
2. There is hardly need of the mathematics which Professor Edgeworth uses to prove 
this (Ibid., September 1923, pp. 346, 347 n.). 
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test, and likewise most distinctly exhibited on violent in- 
stances; while the fact that several of our best methods fail 
very slightly in ordinary cases is our consolation and our justi- 
fication for using them, since we must put up with the best we 
can get, and need not throw away good measures simply be- 
cause they are not perfect. Still, the perfect method is a 
desideratum; and I only wish I could induce Professor Edge- 
worth to turn his great mathematical talents to the search for 
the perfect formula. But of course no one who believes in ad- 
vance that perfection is impossible can be expected to search 
for it. 

To illustrate and confirm his assertion about the necessary 
non-fulfilment of the circular test in violent cases, Professor 
Edgeworth gives a hypothetical example of a few commodities 
violently changing their prices and quantities, whereon he 
tries the formula which Professor Fisher calls the ‘ideal’ and 
which I have said is perhaps the best. The example not only 
is an extravagant one, such as were many of those which I 
have employed, but is a superlatively extravagant one, be- 
yond anything I have experimented with, and well deserving 
the epithet of “violent,” positing as it does price- and quan- 
tity-variations of as much as 11,400 per cent in excess, and of 
over 99 per cent in defect. The need of making it is not clear, 
since Professor Fisher and myself admit that our formula errs 
widely in such cases. Perhaps it is to show how very widely — 
how violently — the best of our methods can depart from the 
truth. I am glad to see Professor Edgeworth engaged in this 
kind of testing, and hope he will continue to make use of it. 
He does not, however, in this first essay carry the experiment 
far. I propose to carry it further. 

Professor Edgeworth supposes violent price- and quantity- 
variations first of two and then of three commodities. I take 
the liberty of adding two more commodities and of supposing 
less violent variations in their prices and quantities, and of 
giving them greater weights, for the purpose of bringing the 
case back, not to normal, but at least within the confines of 
extravagance. Three periods are supposed — two after the 
initial one; and as the circular test is to be used, there is 
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virtually involved a fourth (or third) exactly like the initial 
one. Here is Professor Edgeworth’s scheme, with my addi- 
tions separated by a vertical line: 


Po Po =1, pi = » piii, = 1, p> = 10, po = 100, 
qo =1, gy = 1, giily =i, q%o = 10, q’o = 100, 

P, py = 110, pi, = 115, piii, = 110, p™, 100, P's = 300, 
a gs = 130, qi = 5, gilt, aot q™, = 20, q'1 = 200, 
Py p= 120, p= 10, pth =7, | p™,=80, ps = 200, 
q@; = 140, gi, = 135, git, = 145, q™: = 50, gq’: = 300, 


P; = P, in every item. 


Professor Edgeworth adopts the notation P and the like, for 
which I prefer what to me is the more intelligible P,/Po, 
which expresses the ratio between the price-levels at the re- 
spective periods. The circular test consists in using the serial 
or “chain” system, which compares each period with the pre- 
ceding and strings the results together by multiplying them; 
and in demanding that at the end, in comparing P; with P», 
the result should be unity, indicative of no change. For evi- 
dently P,/P)XP2/P,XP;/P: = 1, when P; = Py. Professor 
Edgeworth puts this equation in the forms P;/P)xP:2/P;: 
P:/Po = 1:1, and P;/PoXP2/P,+P:/P, = 1, which amount 
to the same thing. He now finds that the final result given by 
the “ideal” formula 
ZQoPo 2Q:Po 

used in this serial system, in comparing P;(= Pp») with Po, on 
the first two commodities (their prices and quantities) is 1.78, 
and on the three is “‘2.4!” instead of unity ‘‘as it should be 
ideally.” He has made two little mistakes, evidently having 
forgotten in his calculations to extract the square roots as pre- 
scribed by the formula. The correct figures are 1.336 and 
1.551. As these indicate errors of 333 and 55 per cent, altho 
less than half what he made them out to be, they are bad 
enough. Now, when we use the method on the first four 
commodities, the result is 1.128; and when we use it on all the 
five, it is 0.958, which last indicates an error of 44 per cent 
in defect. 
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If instead of this formula we use the corresponding formula 
with the arithmetic mean 
y(202 4 2am) 
ZQoPo 2UPo 
which was adopted as “‘a first approximation”’ by Professor 
Bowley in his Elements of Statistics (3d ed., pp. 226-227), we 
get for our results: on the first two commodities, 1.39; on the 
first three, 1.71; on the first four, 1.59; on all five, 1.26. But 
nearer results are obtained if we use the formula employing 
the arithmetic mean of the quantities 
23 (go+q)7r1 
23 (Go+41) Po 
which was independently suggested by Professor Marshall 
and by Professor Edgeworth and recommended by the 
British Association Committee; for this yields the following 
results in the same order: 1.23, 1.51, 1.05, 0.9029, the last 
being an error of not quite 93 per cent in defect. The results 
given by this second arithmetic method are in three places 
better, and in only one worse, than those given by the 
geometric “ideal” formula. This comparison may please 
its originators; but the sting is in the tail — in the fact that 
the greater failure comes at the end, where the conditions 
are approaching more toward the normal. I do not know 
how Professor Edgeworth would account for the superi- 
ority of his formula in the earlier applications, and most 
strikingly in the first; but it has been accounted for in my 
book. In it, beside discovering a peculiar failing of the geo- 
metric average compared with the geometric mean (as I pre- 
fer to use these terms), I pointed out, on cases which could 
serve as a test, that when we deal “with enormous price- 
variations, . . . the geometric method becomes wholly un- 
workable.” * Professor Fisher has likewise adverted to this 
defect of the geometric mean and average applied to exces- 
sive figures as they pass beyond our usual range toward in- 
finity.‘ 
3. M. G. E.-V., pp. 366, 367. 


4. The Purchasing Power of Money, pp. 412, 413 n.; cf. R. S. Padan in the Journal of 
Political Economy, March 1900, p. 181. 
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This sort of excessive error, produced when the “ideal” 
formula is applied to violent variations, attaches also to the 
other formule, employing the geometric average or mean, 
which were developed in my book: the geometrically weighted 
geometric average of price-variations 


y/a(2)" where a = +/qopo - gif, and n = La; 
0 


the one which there was cumbrously called ‘“Scrope’s 
emended method” 





LpoV gon 
which is comparable with the Marshall-Edgeworth formula; 
and the unnamed one 
ZHPr ZaoV pops 
ZqoPo luv por: 

which Professor Edgeworth was once so kind as to speak 
of as having “‘a certain theoretical advantage over its pred- 
ecessors,”’ > tho he has never alluded to it since. The first 
yields the following results, in the same order as previously 
given: 1.52, 1.87, 1.33, 1.04; the second these: 1.52, 1.86, 
1.34, 1.057; and the last these: 1.49, 1.82, 1.20, 1.098. 
Again they all come nearer to fulfilling the test in the last 
figure than does the Marshall-Edgeworth formula, which 
employs the arithmetic mean. I have experimented suffi- 
ciently with these formule to be able to affirm with some 
assurance that those employing the geometric mean will, 
on ordinary price- and quantity-variations, generally fulfil 
the circular test more closely than the corresponding ones 
employing the arithmetic mean. But with Professor Fisher 
I have admitted that in ordinary cases the arithmetic 
form of the “ideal” formula (Professor Bowley’s) and the 
Marshall-Edgeworth formula are accurate enough for practi- 
cal purposes. 

Moreover, in his sweeping statement that we cannot expect 
the circular test ever to be fulfilled when the changes, espe- 


5. E. J., September 1901, p. 410; cf. p. 405. 
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cially of the quantities, are violent, Professor Edgeworth 
ignores some formule which do perfectly satisfy this test on 
any imaginable variations, and whose only demerit is that 
they do not come up to other requirements. He is, of course, 
familiar with the fact that several “unweighted” formule 
fulfil this test; but they are out of consideration, since they 
omit reference to the quantity-variations. Still, there is the 
method of Drobisch, the introducer of double weighting, 
which fulfils this test. And in my book * I showed how all the 
formule we have been dealing with, except the “ideal,” 
which there was neglected, can be made to perform this feat, 
simply by modifying them so as to employ, instead of double 
weighting, the weighting of all the periods that are being 
compared. The “ideal” formula also admits of this modifica- 
tion. Covering three different periods, it is expressed thus: 


i ZqoPr_ Zar ZQsP | 
ZQoPo ZUPo XQ2Po 
This, confined to these periods, mathematically must fulfil 
the circular test. Used on the first three commodities, 
where the methods with double weighting failed so egre- 
giously, it yields these price-levels for the periods involved: 
100, 11,111, 6350, 100, indicating a first rise of 11,011 per 
cent, then a fall of 43 per cent, and lastly a fall of 982 per 
cent. For comparison it may be noted that the “ideal” 
formula itself, unmodified, on the same commodities, and 
for the same periods, gives these figures: 100, 11,092, 
6988, 155, the two falls being of 36 and 972 per cent. Yet, 
altho this modified formula and its congeners fulfil the cir- 
cular test, and much might be said in their favor, they have 
the theoretical defect that if the number of periods compared 
is increased or decreased, they alter the intermediate figures, 
and the practical difficulty that they would have to be worked 
out anew for the whole series upon any addition to it as we 
advance into the future.’ 

6. M. G. E.-V., pp. 202, 203, 334, 335, 393, 397, 398, 399, 426. 

7. Cf. Ibid., pp. 204, 336, 399, 426. — If the geometric average of price-variations 


with fixed weights made up of average values over a certain number of years be 
taken as base, or if the “‘aggregative ” method with fixed quantities made up of averages 
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None of these methods, then, completely satisfies our need. 
We want a method that shall set a single figure for each period, 
with a fixed relation to all the rest, and that shall work ac- 
curately in all conceivable cases. This we have not attained. 
Is it attainable? Professor Edgeworth says no. Can he prove 
his assertion? Can he demonstrate that a perfectly correct 
average is impossible? If he can, I wish he would do so.* He 
has not done so yet. All he has done is to employ a dubious 
analogy. Professor Fisher rejects the circular test as a proper 
requirement, and gives arguments for his contention which 
are not in question here. In taking this position he avoids 
being incommoded, not only by the glaring non-fulfilment 
in violent suppositions, but by the minute and sometimes 
scarcely perceptible non-fulfilment in ordinary cases. Pro- 
fessor Edgeworth accepts the circular test, but swallows the 
small non-fulfilment of it in ordinary cases, and tries to cast 
out only the glaring non-fulfilment in violent suppositions, 
by alleging that these are unallowable. One may be excused 
for wondering why, when he admits the small inexactness of 
our best methods in ordinary cases, he should object to the 
very natural consequence of their greater inexactness in vio- 
lent suppositions. But he does, and here his use of analogy 
comes into play, to which we may now turn. 


over a similar epoch, be used in comparisons even extending beyond the base, the circu- 
lar test will be equally well fulfilled. But such index-numbers can pretend to only ap- 
proximate accuracy, which decreases as the periods advance, and hence would require 
renewal from time to time. See M. G. E.-V., pp. 430, 431, and the writer’s “‘ Discussion "’ 
in the Journal of the American Statistical Association, March 1921, pp. 543, 544. The 
former of these two methods has been used by Professors Day and Persons in the Re- 
view of Economic Statistics, 1920-21; and the latter by Professor Mitchell in his History 
of Prices during the War, 1919, except that he chose the quantities of only one inter- 
mediate year for the base. 


8. I ask for this because I cannot supply it myself. But I have a notion. I believe 
that the theoretically correct mean of price-variations is the geometric, used with 
weights which are the geometric mean between the total values of the commodities at 
the two periods compared. But this geometric method has the defect already alluded 
to, that it is true only of two equally important price-variations. The geometric average 
does not here behave like the geometric mean. This is a peculiarity — a purely mathe- 
matical matter — which I discovered and published twenty-three years ago, but to 
which, with the exception of Professor A. A. Young, who has alluded to it in this Quar- 
terly, February 1923, p. 359 n., I have not succeeded in getting anyone to pay the 
slightest attention. Only recently the old disregard of it has been repeated by A. Julin 
in his Principes de Statistique théorique et appliquée, 1921, § 255, 3. 
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The analogy is that of observations. Professor Edgeworth 
relies on the fact that in averaging a few extravagantly er- 
roneous observations we can get no trustworthy results, 
wherefore we do not average such; nevertheless, averaging 
becomes trustworthy when the observations are many and 
not very divergent — and similar trustworthiness he thinks is 
: all we can expect in averaging price-variations. All this is 
: treated as belonging to what he calls “the theory of aver- 
| ages,” ° which I venture to suggest is not a theory of averages 
at all, but a theory of errors, or of probabilities.1_ An incorrect 
average may be subject to some law of errors, but not a correct 
average. In the case cited as analogous the trouble lies, not in 
the averaging, but in the nature of the problem offered for 
averaging. If two mates on a ship take observations of the 
sun’s altitude, and report, the one that it is 50° 1’, the other 
that it is 50° 2’, the captain naturally employs a mean between 
the two; but if the one reported it at 80° and the other at 30°, 
the captain would think it hopeless to draw a mean between 
two such wild observations, and would throw them out as 
worthless. Professor Edgeworth apparently regards such a 
case as typical of price-variations. He maintains that if one 
price (or half of all prices) be supposed to rise and another (or 
the other half) to fall greatly, no meaning can be attached to 
such a suppositional case, and he refuses to consider it.2 This 
is the gist of his objection to my experimenting with the price- 
and quantity-variations of two commodities, especially with 


9. E. J., September 1901, pp. 412, 413, and in the recent September number, 
p. 342. 


1. He sometimes uses these terms synonymously, as in J. R. 8S. S., May 1919, p. 366. 
The name is important; for if it is a theory of averages, it evidently belongs in our sub- 
ject, but if it is a theory of something else, its belonging here is not evident. A detail in 
this theory is that to obtain absolute agreement of practice with theory an infinite num- 
ber of items (observations, throws, etc.) must be had, which of course is impossible; but 
to get even approximate accuracy many items are necessary, and the use of only a few 
is futile. 

As for the theory of averages proper, two chapters and an appendix were devoted to it 
in my first book, and a section in my second. The best monograph on it was written by 
Messedaglia, who is mostly ignored. 


2. See E. J., September 1901, p. 408, repeated in the recent September number, 
Pp. 343; cf. p. 346. 
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their extravagant variations.* His idea seems to be that in 
such cases different persons, “equally competent judges,” 
would adopt very different, but ‘‘equally authoritative,” 
estimates of the extent to which the value of money has 
varied, and that by averaging such widely divergent (and 
equally unauthoritative) estimates there is no likelihood of 
hitting the truth any more than by averaging the two obser- 
vations of the mates in the second supposition above. The 
averaging becomes trustworthy only when there are many 
slightly different price- and quantity-variations, because then 
the various estimates which people place upon the variation of 
the value of money are close together and subject to little 
error, wherefore an average (not much matter which) between 
them is better than any one of them alone, as in the first sup- 
position about the captain’s action. If this interpretation of 
Professor Edgeworth’s position is correct (and it seems to be 
borne out by certain passages),* he has transferred the aver- 
aging from the price-variations to the estimates people make 
of their effect on the value of money. Has anyone else ever 
taken such a view of the subject? It is difficult to believe that 
Professor Edgeworth can really entertain it, or that he would 
be willing to repeat it so crudely. I think rather he has simply 
been impressed by some resemblances between prices and 
observations. He fell into this analogical way of treating the 
subject when he began his investigations, has carried it on 
ever since, and now cannot be prevailed upon to give it up. 
But others may be saved from following him in it. 

In the theory of averages proper we must not forget that 
there are plenty of subjects in which it is just as possible to 
average two data as it is to average a hundred, and with just 
as much accuracy whether they scatter violently or cluster, 

3. Because of the many experiments of this sort in my first book, Professor Edge- 
worth has twice (E. J., September 1901, p. 409; J. R. S. S., May 1919, p. 366) accused 
me — unjustly, as I cannot but believe — of devoting the major part of that work to the 
search after a method appropriate to the price- and quantity-variations of only two com- 
modities. And this despite the fact that our famous predecessors Jevons and Laspeyres 
devoted the whole of their theoretical treatment of the subject to this restricted averag- 


ing, and I was the first to point out its incorrectness (in the case of the geometric aver- 
age) and extended the theoretical treatment to the variations of many commodities. 


4, E. J., September 1901, pp. 408, 409, 410, 
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instead of spreading like the Sporades. When we average the 
population of a country’s several provinces, using the arith- 
metic average; when we average the rate of its growth over 
several periods, using the geometric average; when we aver- 
age the times several pipes take to fill a basin, using the har- 
monic average, it does not matter whether the items averaged 
be few or many, whether their divergences be small or great: 
the average, which is correct always, is as correct for a few as 
for many, for great divergences as for small ones. The ques- 
tion, therefore, arises: does the averaging of price-variations 
belong to this latter class of averaging, where, to use Professor 
Edgeworth’s own criterion, the subject-matter is “readily 
adapted to any finite number of variables,” § and I may add, 
to variations of any finite size? or does it belong by the side of 
the previous specimen, being profitable only when the subject- 
matter is confined to many and to mostly small variations? 
Now, if Professor Edgeworth would put through his 
analogy of price-variations with errors of observation, it be- 
hooves him to point out to others clearly and distinctly why 
he does, and why they should, conceive of price-variations as 
we do of such errors. The ordinary mind easily sees why the 
captain in the second supposition above has no use for an 
average between two such fantastically divergent observa- 
tions (which is simply that they are worthless) ; and if price- 
variations are like erroneous observations, anyone is capable 
of concluding that they too cannot be usefully averaged when 
they are so few and so wide apart. But the ordinary mind 
does not easily see that price-variations are like erroneous 
observations — in particular, that they are like them in this 
respect of not allowing a meaning to their averages in some 
cases while allowing it in others. The ordinary mind needs to 
have this explained. Instead, therefore, of merely asseverat- 
ing that prices are like observations and their variations like 
the latter’s errors, and that consequently they can be aver- 
aged only as observations are averaged, the logical procedure 
of the instructor would be to show in the first place why price- 


5. E. J., September 1923, p. 348, referring to Ibid., September 1910, p. 443. By this 
he justifies his own use, above, of two variables. 
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variations cannot be averaged unless they are “sporadic,” 
and thence to conclude that they are like erroneous observa- 
tions, whereupon what is already known about these can be 
applied to them. Nowhere do I find this procedure in Pro- 
fessor Edgeworth’s writings. Found only is the assumption of 
similitude. There are, to be sure, some resemblances between 
prices and observations; but there are differences also. The 
argument by analogy is a delicate one, not to be driven further 
than the likeness goes. It is serviceable chiefly for illustration, 
and every distinct subject needs to be investigated on its own 
hook. 

Following Professor Edgeworth himself, I have pointed out 
a closer resemblance of price-variations to estimates than to 
observations; ® but I never used it in my investigation of the 
measurement of the exchange-value of money by averaging 
price-variations. I have also noted the resemblance between 
price-variations, in their effect upon the exchange-value of 
money, and the mechanical balancing of weights on a lever. 
Here the resemblance is so close that we must actually use the 
same terms in treating the two subjects. And the points of 
resemblance constantly recur. When we refer back to the 
original investigation of the mechanical problem, we find that 
Archimedes began by discussing the case of two weights, altho 
any number can be taken into account. Nor did Archimedes 
shun extravagant, even violent, suppositions, as witness his 
promise to move the earth if he could get proper leverage, 
which means that he would pit his puny weight against the 
earth’s tremendous mass. There is even a broadening of the 
resemblance. When the mechanical problem of the interac- 
tion of bodies subject to gravitation was carried by Newton 
up to the heavens, the so-called “ problem of two bodies” was 
soon completely solved, but mathematical astronomers have 
not been able to solve with perfect accuracy the problem ex- 
tended to three and more bodies. Similarly I have found that 
the geometric average of price-variations applied to two 
equally important commodities is absolutely correct, but it is 


6. Professor Edgeworth, however, now seems inclined to give this up: see J. R. S. S., 
July 1923, p. 576. 
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not so when extended to a greater number of commodities. 
The problem of two commodities is solved, that of more is not. 
But the analogy between the subjects is not complete, and the 
parallelism ceases. There are important differences between 
the balancing of price-variations and mechanical balancing. 
One is that the latter is to be averaged arithmetically,’ the 
former geometrically. Another, which makes ours a problem 
sui generis, is that every variation of prices involves a change 
of weighting — and the difficulty of our subject lies princi- 
pally in the question of weighting. The mechanical problem 
of balancing bodies on a lever would have been much more 
difficult of solution if the bodies changed their weights with 
their distances from the fulerum. This double change is what 
we have to contend with in the problem of balancing prices. 

On the other hand, the problem of averaging observations 
is likewise suz generis, in that there is no means of testing 
whether an average in their case is correct or not, since the 
true observation is unknown. It is a matter of probabilities; 
and this is the reason why the problem of averaging observa- 
tions has to call to its aid the theory of probabilities and the 
calculus. But this reason does not exist in our problem, 
where we have tests — and if Professor Edgeworth would use 
the tests more, he would feel less need of probabilities. The 
lack of resemblance between price-variations and observa- 
tions is, in fact, much greater than the resemblance. Because 
observations of the same thing are different, they are erro- 
neous. But price-variations of several commodities are not 
erroneous for being different. To bring back the similitude, 
the contention would have to be that also in the economic 
problem there is one and the same thing observed, which is 
the constancy or variation of the general exchange-value of 
money, and that the price-variations of the several commodi- 
ties are our observations of this one thing, erroneous when 
different from it, and the more so the more they differ from it. 
But such a conception of the state of the case is purely fanci- 
ful. The true altitude of the sun is independent of the errors 
we make in observing it. The true variation of the general 
7. See M. G. E.-V., p. 246. 
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exchange-value of money is dependent on the variations of the 
prices of commodities. The variations of the prices of com- 
modities are the inverse variations of the particular exchange- 
values of money in those commodities, which particular ex- 
change-values make up the general exchange-value of money. 
Two observations become less trustworthy the more widely 
they diverge, because then the more erroneous they become, 
until they lose all influence on our opinion. Not so a wide 
divergence of the prices of two commodities: each of them 
affects the general exchange-value of money all the more, the 
more it varies, and so much the more are they needed in our 
calculation. They never deserve to be thrown out as worth- 
less, as absurdly divergent observations must be.° 
Errors, of course, do have a place of entrance into our sub- 
ject, as they mix themselves with everything human. Tho 
they may be kept out of theory (except the theory itself of 
errors), they necessarily enter into practice. They must occur 
in the collection of prices and quantities. Accordingly, there 
must be errors in the data to be averaged. But the same fault 
inheres in every other subject where averages are employed. 
When we average the population of the provinces of a coun- 
try, its rate of growth, cephalic indices, this, that and another 
subject in statistics and in other sciences, there must be errors 
in the data collected, but such errors do not enter into the 
problem as to how the data are to be weighted and averaged. 
Professor Edgeworth, like myself, commenced his original in- 
vestigation of our subject by assuming that the prices and 
quantities are given.' When we have finished with the prob- 
8. This is said on the supposition that their quantities have not much varied, as when 
there is a great increase or decrease in the demand for them. If the great variation of 
prices is due to a great inverse variation of the supply, they do not have much effect on 
the general exchange-value of money, and so do not need to be “ doctored” by those who 


fear their index-numbers are too much influenced by such prices, as in fact they are when 
the proper weighting is not attended to. 


9. Another difference consists in two facts or allegations already stated, namely that 
the fault for our not attaining perfection in averaging observations lies in the nature of 
the subject-matter offered for averaging, and that the fault for our not attaining per- 
fection in averaging price-variations lies in the nature of the (geometric) average that is 
properly to be applied. Here mathematics itself fails us, unless there is another, as yet 
unknown, average that is the proper one to use. 


1, In his first Memorandum, p. 254; cf. The Problem of Estimation, p. 89. 
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lem of weighting and averaging the data, we can go back of 
them and inquire what effect their possible errors probably 
have upon the average. We may also note that at best the 
data are only samples (not a peculiarity of our subject), and 
inquire how much error this fact is likely to produce in our 
final results. These questions constitute a distinct problem, 
involving the theory of probabilities and the calculus. With 
respect to this problem, I have never differed from Professor 
Edgeworth.’ But in the problem of finding the proper method 
of weighting and averaging price-variations as given and, for 
the sake of theory, assumed to be correct and complete, the 
theory of probabilities no more has place than it has in the 
problem of finding the proper method of averaging the times 
in which different pipes will fill a basin. 

How, then, is our problem of averaging price-variations it- 
self to be attacked? First, we must know what we are trying 
to do. We are not simply trying to average price-variations, 
for we can do that without any trouble, and can apply to 
them any average we please. There is something we wish to 
get at when we average price-variations, and that is the varia- 
tion or constancy of the general exchange-value of money. 
To measure the constancy or variation of the general ex- 
change-value of money is our purpose; and averaging price- 
variations and weighting them are only means to this end. 
Price-variations may be averaged and weighted for other pur- 
poses, possibly; but those at any rate are not my problem, 
and if Professor Edgeworth elects to criticize my work, he 
should restrict himself to what I have tried to do. I, on my 
side, engage not to trench on his other purposes or quaesita, 
provided they be clearly disconnected from the attempt to 
measure the exchange-value of money.* Secondly, in this 
problem, which scores of economists have worked at, we 


2. Consequently what he writes in the paragraph running over the turn of pp. 348, 
349 in his recent E. J. article is beside the mark, 


3. Professor Edgeworth’s early doctrine that the problem of measuring the value of 
money can be solved by setting up various ¢ ita is now matched by the idea (bor- 
rowed from G. U. Y.) that the problem of estimation can be settled by the way one 
chooses to define error (E. J., September 1923, p. 344); as tho the proper way of defining 
error to fit the case did not constitute that problem itself. 
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should try to grasp what is peculiar to it, what distinguishes it 
from all other subjects; for any need of a new investigation 
with regard to it can be due only to that. Now, beside the 
peculiarity above noticed, there is something in price-varia- 
tions that is of the utmost importance in its bearing on the 
general exchange-value of money, but that does not exist at 
all in observations however much or little erroneous, or in 
estimates either, or, in exactly the same manner, in anything 
else. This is their balancing, which may now be explained. 
A rise of one price depresses the exchange-value of money. 
A fall of another price raises the exchange-value of money. 
If the one compensates the other, the exchange-value of 
money has not varied; if the one does not compensate the 
other, — or if there is one such variation alone without an 
opposite one to compensate it,— the exchange-value of 
money has varied. These price-variations may be great or 
small, or there may be many of them, or only two, or even 
only one, the other prices remaining quiescent: the balancing, 
with or without compensation, takes place just the same. The 
subject-matter fulfils Professor Edgeworth’s criterion above 
quoted. Observations of 80° and of 30° on the same altitude 
cannot be safely averaged. But if the price of one commodity 
changes from 50 to 80, while that of another changes from 50 
to 30, these either do or do not compensate each other, ac- 
cording to the quantities and according to the proper aver- 
age to be used; and the problem of inquiring into their balanc- 
ing in order to find their proper weighting and the proper 
average to use, remains. Even the violent variations of Pro- 
fessor Edgeworth’s own test case are not too extreme to allow 
of such an investigation. This is something which I think the 
ordinary mind can comprehend unaided, when once attention 
is drawn to it. Should authority be desired, I quote a master 
of economic science: “If only one thing had risen in price 
while the others remained as before,’’ wrote Jevons in 1863, 
“gold must be said to have fallen in some degree. . . . The 
same may be said, however various and contrary the altera- 
tions of prices, provided the rising preponderate over the 
falling ones.”” He added: “It must be confessed that the 
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exact mode in which preponderance of rising or falling prices 
ought to be determined is involved in doubt.” * Jevons thus 
wrote sixty years ago. He did not say that it must always re- 
main in doubt. He did not, like Mill, speak of the necessary 
inexactness of the mode of determining compensation. He set 
the problem. 

It would seem to be high time now that this problem be 
solved. The attempt to solve it naturally begins with the 
simplest case of the balancing of two prices, as was done by 
the pioneers, Jevons himself * and others; and it then goes on 
to other cases. And extravagant instances, real or hypothet- 
ical, are more “ostensive,”’ in Bacon’s phrase, than ordinary 
ones. This balancing I made the beginning, middle, and end 
of my investigation of the measurement of exchange-value 
variations. Because there is nothing of the sort in observa- 
tions, Professor Edgeworth never conducted his investiga- 
tion along this line, and he can see nothing but misapplied 
and wasted labor in my pursuing this course. Yet the balanc- 
ing — the possibility of compensation complete or defective 
— exists in our subject. Professor Edgeworth may ignore it, 
but he cannot get rid of it; and in ignoring it he rejects the 
feature essential for solving the problem. His original and 
continuing objection to my course is that, in not using the 
calculus of probabilities as it is applied to the averaging of ob- 
servations, I have “thrown away an instrument necessary for 
the purpose of the measurement.’”’*® I have thrown away 
something based on an analogy which has been shown to be 
irrelevant. He rejects something which exists in our problem 
independently of any analogy. 

C. M. Wats#. 


Bewuport, N. Y. 


4. Investigations in Currency and Finance, pp. 20, 21. 
5. Ibid., pp. 23, 24, 121; Principles of Science, 3d ed., p. 361. 
6. E. J., September 1901, p. 409. 
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THE ECONOMIC LAW OF MARKET AREAS 


THE subject of this paper may be called the law of market- 
district limits, or the law of market tributary territory, or, 
more briefly, the law of market areas. The term “law” 
surely should be applied sparingly and used not at all where 
such terms as principle, hypothesis, doctrine, or theory, may 
serve to describe the character of generalization attempted. 
The most noteworthy “economic laws,” such as Gresham’s 
Law, the law of diminishing returns, of price, of supply and 
demand, of population, are hardly more than general descrip- 
tive phrases to indicate problems, or at most broad explana- 
tions, which cannot well be formulated in single propositions. 
Few of them approximate a precise mathematical form such 
as do laws of physical science: the laws of gravitation, falling 
bodies, expansion of gases (Boyle’s Law), planetary motions 
(Kepler’s Laws), and many others. It would be extravagant 
to claim for “the law of market areas” the character of a 
physical law. But it does parallel closely in form and expres- 
sion some physical laws, and while not revolutionary of funda- 
mental economic opinions, it brings greater precision and 
clearness into a field of economic thought of large importance 
both in practice and in theory. 

The problem is to get a definite idea of the extent and shape 
of market tributary territory as related to any given levels of 
market prices and of freight rates. The markets here con- 
sidered are, typically, meeting-places of considerable numbers 
of buyers and sellers, trading under something like true com- 
petitive conditions. Of course, every market both buys and 
sells; but in relation to scattered buyers and consumers, the 
market from which they buy presents the aspect of a selling 
market; and to scattered small producers, the market to 
which they ship their produce presents the aspect of a buying 
market. In the one the movement of goods is centrifugal, 
from a market; in the other the movement is centripetal, 
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toward a market. A manufacturing center in relation to con- 
sumers exemplifies the one; large produce exchanges in rela- 
tion to the scattered producing farms exemplify the other; 
and middlemen’s markets, such as stock exchanges and job- 
bing centers, present now the one now the other aspect to dif- 
ferent groups of traders. The district including the producers 
who bring or send their products to a buying market may be 
said to be tributary to that buying market, or to be dependent 
upon it as an outlet for sales. Conversely, the district includ- 
ing the various delivery points to which the buyers from a sell- 
ing market take their purchases may be said to be tributary to 
that selling market. It will simplify the discussion if attention 
is here directed mainly to the case of centrifugal (selling) mar- 
kets, and the principle thus developed can then be readily ad- 
justed to the case of centripetal markets. We confine our at- 
tention here to the problem presented in the case of uniform 
and standardized commodities, as individual commodities 
differing widely in variety and in quality may present quite 
different problems, such as the economic and social stratifica- 
tion of groups of purchasers, who may be widely scattered 
over non-contiguous territories, rather than geographically 
grouped as in the case of buyers of standard and homogeneous 
commodities. 

If two selling markets, A and B, are geographically so sit- 
uated that goods may be shipped from one to the other, obvi- 
ously the prices in the two markets cannot (except acciden- 
tally and temporarily) differ by more than the amount of the 
freight (and incidental expenses) between the two points. If 
the difference exceeded that sum, the one market would de- 
stroy the other. For example, if freight is 10, then the base 
price in A may be 100, and that in B, at the utmost, 110; for 
if it were higher, the competition of A would wipe B off the 
map. Or, if the base price of B should be reduced below 90, it 
in turn would wipe A, with its base price of 100, off the map. 
Anywhere between these two ratios, each market could con- 
tinue to exist. To the amount of the freight difference each 
market center has in respect to sales in its immediate neigh- 
borhood an advantage over outside competitors, the same in 
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its effect as a protective tariff on goods coming to its very 
doors. Otherwise expressed, both markets can exist so long as 
the price difference of the two markets is less than the full 
freight difference. Conceivably, also, at the very limit of the 
difference of price, some portions of the purchases at one 
locality might be bought from each market, the net delivered 
costs to the buyers being just equal. The foregoing considera- 
tions apply to the sales at the mill door in either market and to 
the possibilities of cross shipments between the two markets, 
and this part of the subject has long been pretty well devel- 
oped, or at least implied, in the case of rents, so far as they 
are related to distance and transportation costs between two 
centers, and also in the case of trade between two foreign 
ports. 

But what as to the division of the customers and sales in the 
territory lying between the two markets? In the case of for- 
eign trade by water, this question can hardly arise; as to do- 
mestic trade, scarcely a word is to be found on this subject 
until recently. Many vague expressions imply merely that 
sellers in the two markets will compete indifferently in the 
interjacent territory. No theoretically defined point or line, 
however, was indicated as necessarily resulting from given 
conditions of freights and prices. Possibly the first effort to 
attack this problem was contained in the revised edition of 
J. B. Clark’s Control of Trusts.! Here with simple diagrams it 
was shown that the point on the direct line between the two 
markets to which each could sell, was determined by the rela- 
tion between freights and base prices. But a curious hesitancy 
pervades the discussion, and a note of apology that this theo- 
retical meeting-place of geographically separated competitors 
should be a point instead of a zone or band of indifference as 
to delivered prices. The authors make various concessions 
with a view to blurring this definiteness of market limits. 
This attitude of mind reflected something of the uncertainty 
above referred to, as to the sales territory properly tributary 
to respective markets. When the ablest of all our theoretical 


1. First edition, 1901; revised and enlarged in 1912 by J. B. and J. M. Clark. 
The diagrams appeared first in the revised edition, pp. 104-112. 
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students of this problem felt thus, it is not surprising that 
even greater confusion of thought on these points entered into 
the shaping and phrasing of the anti-trust legislation that was 
going upon our statute books about that time. The somewhat 
vague thought of the time seemed to be that every seller 
should compete at every geographical point to ensure the 
public effective competition, and should be enabled to do so 
by whatever device of freight concessions and of price-cutting 
might be necessary. The present writer attempted to carry 
the analysis further,? and elaborated a number of diagrams 
showing the effect of various policies of price-cutting and 
“absorbing freight’’ on the range of sales from each of two 
markets. It was there indicated that under the normal opera- 
tion of fair competition the geographical point separating two 
markets is definitely fixed by the relation between prices and 
freight rates. So far, however, these studies of market limits, 
it will be observed, related only to a point on a straight line 
between two markets, and the diagrams gave a profile view of 
price plus freight taken along but the one line. 

There has been, so far as the writer has found, no discussion 
directly of the shape of the profile taken along other lines 
radiating from either market, or more generally of the shape 
of the curve dividing two market territories on a surface map, 
viewed from above (bird’s-eye view). This problem seems to 
have been overlooked, or at best it seems to have been un- 
critically assumed that the line between the two districts 
would be a straight line (as under very rare conditions it may 
prove to be). Then an occasion arose where, in a case of great 
practical importance, this very theoretical issue was involved. 
The question was whether, as between two producing centers 
where certain commodities were sold locally at different base 
prices, the balance of shipment between the two markets and 
the districts connected with them was in one direction or the 
other. The argument and the compilation of statistics were 
based essentially on what economists now denominate “the 
marginal principle.” If regularly a surplus of shipments has 
to be made from one market to the other market, then the 
2. Economic Principles (1915), especially in chap. 31. 














524 QUARTERLY JOURNAL OF ECONOMICS 


general market price in the latter must be high enough to 
cover the market price in the former plus the entire freight to 
the latter. Thus stated, the proposition has a prima facie 
color of validity, and repeatedly men of economic training 
have been impressed with it without appreciating how the 
problem is altered if inter-market shipments are made to 
localities other than the exact competing market itself. Along 
these lines elaborate statistics were collected to demonstrate 
the existence of a regular, or chronic, shortage in the one dis- 
trict that had to be supplied from the other market. 

Evidently some dividing line on the map has to be assumed 
before any such table can be compiled, and in the case men- 
tioned a straight line was more or less arbitrarily located and 
drawn nearly at right angles to the shortest line connecting 
the two producing market centers. In the absence of any 
recognized principle to suggest the theoretical location of this 
district boundary line, it had, as drawn, an appearance of 
fairness. But by what criterion could this be judged? How 
should a correct boundary line be fixed? What are the boun- 
daries of each of the two districts, and how are they related to 
each other? The outcome of this balance sheet of shipments 
is quite dependent upon the line of division chosen, both as to 
the point at which it intersects the line of shortest distance 
and even more as to its shape and direction at either side of 
the intersection. 

Obviously the location of a point of indifference in de- 
livered costs to any buyer between two markets is determined 
by the combination of base prices and freight rates. This had 
been shown to be true of the point on a direct line between the 
two markets (see above, page 523), and the same reasoning 
applies to any other point on the plane on either side of the axis 
formed by this direct line. For the freight rate from one mar- 
ket may exceed that from the other to any location only by 
the amount of the difference in base prices at the two markets. 
The location is on the boundary, or point of indifference, in 
respect to two markets when the sum of base prices and 
freights is exactly equal. On either side of such a point, in the 
direction of the two markets respectively, as the freight rates 
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are higher or lower, the delivered cost from one market must 
be greater or smaller than that from the other. This is a 
numerical relationship of just the same kind as that in the 
formula of a hyperbolic curve, which is such that the differ- 
ence of the distances from any point of it to two fixed points, 
called foci, is the same. Railroad freights are paid to over- 
come distance and vary more or less proportionally to dis- 
tance. A succession of such points of indifference in delivered 
cost would take graphically the form of a hyperbolic curve in 
just the measure that freight rates did vary in exact propor- 
tion to distance, and that goods could be shipped on a per- 
fectly straight route from each market to every point in the 
territories considered, assuming likewise that the two base 
prices were alike to all buyers at the same time, as they would 
be under full competitive demand and supply conditions. On 
these conditions we get the following formulation of the gen- 
eral law of market areas: 

The boundary line between the territories tributary to two geo- 
graphically competing markets for like goods is a hyperbolic 
curve. At each point on this line the difference between freights 
from the two markets is just equal to the difference between the 
market prices, whereas on either side of this line the freight dif- 
ference and the price difference are unequal. The relation of 
prices in the two markets determines the location of the boundary 
line: the lower the relative price the larger the tributary area. 

Some of the leading characteristics of such a boundary line 
may be indicated as follows. At the extreme points of differ- 
ence in base prices the territory tributary to the market of 
higher prices (B) becomes a straight line (theoretically with- 
out breadth) beginning at the market and extending in a di- 
rection away from the competing market. At this stage the 
other market (A) would supply all of the remaining territory, 
which would all but entirely surround the other market, and 
with the smallest increase in the base price differential be- 
tween the two, would sweep the higher price-center off the 
map. (See page 526.) 

Lowering the difference between the two base prices would 
(freight, or freight differences remaining the same) gradually 
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Figure sHOWING THE RELATIONS OF Two Marker AREAS 


























Explanation of the Figure. Ais the market whose price is taken as 100 
per unit. The freight on that unit to B, the other market, is 10. The 
curves connect all points of equal differences of freight, by differences of 
one unit from plus 10 to minus 10. If in each of these markets the condi- 
tions are competitive, and ee Tope the rule holds of “one price in a 
market,” a supply and demand price of 110 (the full “plus” freight from 
A to B) could prevail only while the supply in B is insufficient for, or 
barely sufficient for, demand in the narrow strip of territory along the line 
marked B to plus 10. With a differential price of the full ‘“‘plus,”’ all the 
area north and south of the line B to plus 10 should be supplied by A. If 
the price in any of this area is less than 110 then, on the marginal prin- 
ciple, the f.o.b. market price at B should be the same for sales to all the 
area to the left of the curve touched by such lower price. If the output 
exceeds the amount demanded at price 110 by enough to supply the 
needs of the area delimited by the line plus 9, the “supply and demand” 

rice must fall to 109, and so successively as supply increases at B. The 
demand is partly called forth by the lower — in the area already 
tributary, and partly is captured from the area formerly supplied by A. 
The excess of supply at any price involving less than the full “‘plus” of 
10, should appear statistically in comparisons of production with con- 
sumption on either side of a plus curve and, except when the price dif- 
ferential is zero, not on either side of a vertical (north and south) line. 
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_ 
widen the district tributary to market B, until at the other 
extreme of the differential scale it would reduce the market 
area of A to a mere line, and then eliminate A as a competitor. 

When the two base prices are equal, the boundary line be- 
comes a straight line at right angles with the shortest line 
connecting the two markets, and equidistant at all its points 
from the two markets (a hyperbolic curve with the constant 
difference of zero), and this is the only relationship of prices 
between the two markets at which the boundary between 
them can be a straight line (under the assumed conditions as 
to routes and freight rates). 

With any other relationship of base prices between the two 
extremes, the boundary between the two tributary territories 
is a curve bent around the focus, or market, with the higher 
base price and with its two sides diverging in a general direc- 
tion away from the focus, or market, with the lower base price. 

In case both market prices change at once, either in the 
same or opposite directions, the effect upon the shape of the 
boundary curve depends not on the absolute change but on 
the relative change, or change in the differential between 
them. 

Size of market territories thus may be said to be a function 
of the differential of market base prices, freight rates remain- 
ing constant, and vice versa: that is, the higher the market 
price in any market, relative to that in its geographical com- 
petitor, the narrower the territory that economically is tribu- 
tary to it. 

Increase of freight rates has the effect of removing com- 
petition to a greater distance from the market of higher 
prices, making possible either a larger market area at the 
same price difference or the retention of the same area at a 
higher difference. Simultaneous changes of freights and of 
price differences in the same direction neutralize each other. 

We may now see the relation of this analysis to tabulations 
of statistics intended to show excess or deficiency in the dis- 
tricts on either side of their boundary. Such a boundary line 
is not fixed and independent of price, or of price differences, 
but varies with the difference in base prices of the two mar- 
kets. As the price difference approaches the maximum, — 
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the total freight, — the boundary line bends back and around 
the market of higher prices, leaving a smaller and smaller 
area tributary to that market. 

In the case of buying — centripetal — markets, to which 
products are sent for sale from numerous decentralized pro- 
ducing points, the foregoing principles hold, mutatis mutandis. 
The boundary curve will change in location and in shape with 
changes in prices, but will be curved around the market of 
lower price, embracing a smaller area, and will curve away 
from the market of higher price. The buying market price in 
this case is the sum of the net amount received by the pro- 
ducer, and of the freights (and other costs of bringing the 
goods to market). Hence the higher the buying market price 
of a market relative to its competitor, the larger the area 
from which it can attract sellers to it. 

The assumptions made and the abstract nature of the 
formula must not be forgotten or misunderstood. It is merely 
in the nature of a first approximation to the solution of the 
various practical problems that may arise. If freight rates are 
not plain mileage rates, but are tapering by any fixed rule, the 
limiting curves between markets may still be symmetrical, 
tho differing in location from those resulting from rates on the 
mileage principle. Inasmuch as the actual structure of freight 
rates departs from the principle of strict proportionality to 
distance, the boundary lines will be shifted; likewise, accord- 
ing to other irregularities in freight, whatever be the cause, 
such as water transportation or topographical obstacles, mak- 
ing longer routes necessary. In peculiar cases geographical 
relations may be quite inverted. Thus the ground plan of 
hyperbolic curves corresponding to different base prices 
would be more or less obscured on the map, appearing as con- 
tour lines traced on slopes at various elevations, marked by 
the freight differences between the two markets; but despite 
great irregularities at many points the underlying pattern of 
the hyperbolic curves must be revealed on almost every por- 
tion of the map. This fundamental feature of constant differ- 
ence having the mathematical basis of a hyperbolic curve may 
be said to continue still as measured by freights, but to be dis- 
torted graphically by the lack of correspondence of freights 
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to distance. A chart so drawn as to show each place of de- 
livery located with reference to dollars in freight instead of at 
its actual location on the map, shows the exact hyperbolic 
curves; a chart drawn on the actual map reveals the irregulari- 
ties in freight. Various examples of these inductive verifica- 
tions have been found, but no attempt is made here to de- 
velop this evidence. 

The law of market areas, in its general theoretical form, 
might be deemed to be merely a corollary of the general law 
of demand and supply. It is, to be sure, derived deductively 
from this, taken in connection with the assumption that 
transportation costs vary with distance. But the relations 
here shown have been so far from merely obvious and axio- 
matic, that they have hitherto escaped formulation, and views 
contrary to them have been somewhat uncritically assumed to 
be true by men familiar both with the general principle of mar- 
ket price and with the maineffects of freights upon local prices. 

Various possibilities of the practical applications of the law 
of market areas suggest themselves. It appears to throw new 
light upon some pending questions of industrial prices, espe- 
cially those of different geographical centers. It should be of 
aid toward solving the problem of public regulation of prices, 
both in the drafting and in the administration of laws. It 
may explain some puzzling cases in the working of duties on 
imports, showing more clearly how and why the effect of 
duties varies at different ports and in different parts of a 
country. It should be of service in the whole field of the eco- 
nomics of marketing, now so actively studied. However, 
these possibilities of practical application have not primarily 
concerned us here. The purpose of this brief essay is to set 
forth a law of market areas in its theoretical aspects, regard- 
less of its practical applications. The formulation of such an 
economic law is justified on grounds of pure science if it aids 
in the analysis and clearer understanding of any set of eco- 
nomic relationships. 


Frank A. FEeTrer. 


Princeton UNIVERSITY. 
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COOPERATIVE PRODUCTION AMONG 
SHINGLE-WEAVERS 


Durinc the last ten years an interesting development in 
codperative production has taken place among the shingle- 
weavers of the State of Washington and adjacent states. Pre- 
vious to the panic of 1907 the shingle industry had been 
prosperous and there had been but little unemployment 
among workers about the mills. Wages also had been fairly 
good. Beginning in 1908, a period of depression ensued 
which lasted for several years and was accentuated by the 
Tariff Act of 1913 and the general business depression during 
the first year of the Great War. Some questions arise at this 
point and should be answered before going on with the main 
subject. 

Who are the shingle-weavers? — The manufacture of 
shingles is a basic industry in Washington and also, to some 
extent, in Oregon and California. The workers in and around 
the shingle mills are called shingle-weavers. A shingle, as 
every one knows, is a small, thin piece of wood used for cov- 
ering the roofs and sides of buildings. It is sawed thinner at 
one end than at the other, and in shingling, the thick ends of 
one row are placed so as to overlap the thin ends of the next 
row. Weaving shingles is the process of dovetailing them to- 
gether, after they are cut, so as to form the standard com- 
mercial bundle of shingles. Shingle-makers are called weavers 
because the work of shingle-packers in a measure has the 
appearance of weaving. The cutting of shingles is done by a 
machine run by a man called the sawyer. Weaving, or the 
packing of loose shingles into bundles, the form with which we 
are familiar, is still a hand process. There has not been a ma- 
chine invented as yet which supplants the deft hand, the 
quick eye, and the skilled judgment of the shingle-weaver. 
These weavers are experts. Examine a bunch of shingles 
(four of these make a thousand, the unit by which shingles are 
bought and sold) as the carpenter takes them apart for shing- 
ling the roof, and you will see the unique process by which the 
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compact bunch has been woven. Now a wide shingle, now a 
narrow one, makes the bunch the exact width, and all day long 
the weaver stands and seizes shingle after shingle thrown out 
from the sawing machine, and without any false moves 
weaves them into compact bunches. The sawing or cutting of 
the shingles is done by sawyers. A small mill would have only 
one sawyer and that one would keep several packers or weav- 
ers busy. The process of sawing being subsidiary to the final 
process of getting the shingles into the shipping unit or 
bunch, the term shingle-weaver has been extended by custom, 
till it now applies to anyone who works in any department of 
a shingle mill. 


The beginning of organization among the shingle-weavers 
seems to date from 1886, when the shingle-weavers on the 
east coast of Lake Michigan became interested in the general 
movement for the eight-hour day which was then being urged 
by organized labor throughout the country. The first shingle- 
weavers’ union was organized at Muskegon, Michigan, in 
1886. The lumber industry moved westward, and about 
1890 the Puget Sound shingle-weavers began to organize. 
The International Shingle-Weavers’ Union of America was 
organized at Everett, Washington, January 8, 1903. A con- 
stitution was adopted, officers were elected, and ‘The 
Shingle-Weaver” was chosen as the official organ. All the 
officers were from Washington except one of the vice-presi- 
dents, who was a member of a local union in Michigan, thus 
giving that section representation.? A charter was issued in 
March by the American Federation of Labor and the new in- 
ternational union thus took its place in the ranks of organ- 
ized labor.* The subsequent history of the Shingle-Weavers’ 
Union resembles in general that of other trade unions; one 
feature, however, is of particular interest, namely, codpera- 
tive production, and this it is the aim of the present paper to 
describe. 

1, On the history of the organization, see an article by W. H. Reid, Monthly Labor 
Bulletin, 1915, p. 72. 
2. The Shingle-Weaver, February 1903, p. 1. 
8. Ibid., April 1903, p. 8. 
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The beginnings of codperation among the shingle-weavers 
were due to a depression in the industry. The owners of 
small mills, despairing of making any money for the time 
being, offered to sell or lease their mills to their own em- 
ployees; reasoning perhaps that the mill would come back to 
them either by bankruptcy of the workmen or at the expira- 
tion of the lease, by which time the business might be better. 
At any rate, they had little to lose and everything to gain — 
let the workers see for themselves that business is not all 
profits. But, strange to say, many of these codperative 
shingle mills have succeeded during the last dozen years, and 
at present bid fair to continue as going concerns. Various 
aspects of this development deserve to be considered. 


The trade-union attitude toward coéperative mills has been 
on the whole favorable, altho a few critics have raised their 
voices adversely. To quote one utterance: President Ernest 
P. Marsh of the Washington State Federation of Labor in his 
annual address in 1916 said: 


A movement of wonderful possibilities in the shingle industry has 
been a codperative movement that has sprung up of recent months. 
An Association of mills, organized by our old friend Oscar McGill, 
numbering over a score, is now doing business in this state and with 
every element of success present. These mills are run on a real co- 
operative basis, the general rule being that each employee siall own 
an equal amount of stock, the possibility of control of stock by one 
or two men being entirely eliminated. They are paying the union 
scale of wages, meeting all operating expenses, in some cases paying 
for the mills by installment, in other cases operating under lease. 
The codperative idea is gaining ground fast among the weavers and 
the next year, should it be anywhere near normal in the market price 
and demand, will doubtless see the number of mills in operation 
under the codperative plan, doubled.‘ 


On the other hand, at the convention of 1916, Delegate 
Covert went on record as opposing the codperative move- 
ment. The danger of lowering the union scale of wages is 
stated by President Brown in these words: 

The time has come, it occurs to me, when our organization should 
define its position and take a stand on the question of our members 
4, Report of Washington State Federation of Labor, 1916, p. 6. 
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joining codperative societies merely as a subterfuge for working be- 
low the union scale. I am willing to believe that most of our mem- 
bers engage in these enterprises under the impression that they will 
get above, rather than below, the union scale. But the owners of 
plants proposing codperation have every advantage. They know the 
exact expense of operating their plants. They know what market 
prospects are, better than the majority of their workmen. They 
usually demand a fixed amount in return for the use of their mills. 
This sum must be paid, no matter how low prices may go. It is no 
answer to the general argument to cite an occasional case where the 
men have made above the scale on a codperative basis. The fact 
that they require the guarantee of a fixed income, and that all the 
responsibility be borne by the employees, justifies our sounding a 
warning against a scheme very much resorted to of late by employ- 
ers owning shingle mills.® 

Most of the weavers associated in codperative mills have 
continued their membership in the union. Previous to 1913 
the union had ruled that only members who owned at least 
one fourth of the total in a company were entitled to an hon- 
orable withdrawal card. The reason for this ruling was that 
some employers endeavored to get union weavers to relin- 
quish their cards by giving, or selling at a nominal price, one or 
more shares of stock in their business. They then reasoned to 
the men that because they were part owners in the plant their 
interests had changed; and members filled with this sort of 
“logic” made applications for withdrawal cards. Theidea that 
as “employers of labor’’ they are out of place in a labor organ- 
ization has, however, led some to withdraw from the union.® 

Stockholders in codperative mills were barred by a resolu- 
tion adopted in 1916 from voting on strike questions “‘ex- 
cept when delegates to a convention, and then only with the 
written consent of the local union which said delegate or dele- 
gates represent.” 7 Most delegates to conventions, if they are 
codperative stockholders, refrain from voting on the wage- 
scale on the ground that they may be biased, but this position 
has been a voluntary one. 

The union insists, however, that every codperative mill be 
in reality a bona fide business organization and that a society 
5. Proceedings, 1915, p. 15. 6. Annual Report, 1913, p. 9. 

7. Proceedings, 1916, p. 8. 
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be organized to build or to buy a mill, or to lease one for one 
or more years. Members must have the sanction of their 
local union, acting under the approval of the international 
president, before forming a codperative enterprise. Unless 
they do so, they are liable to expulsion from the organization.® 

To provide a market, the codperative shingle-weavers and 
workers in mills making shingles under union conditions 
united with the Shingle-Weavers Union in the use of the 
union label, and entered into an agreement through the 
union with one of the largest wholesalers of the west to mar- 
ket trade-union-made shingles. To increase the demand for 
union-made shingles an agreement was entered into with the 
Brotherhood of Carpenters and Joiners to promote the use of 
such shingles. 


At the present writing (autumn of 1923) some twenty co- 
operative mills, all located in the State of Washington, are 
engaged in the manufacture of shingles. The mills are owned 
by the workers, paid for by stock subscriptions and by sur- 
plus earnings; the managers, the foremen, and the trustees 
are elected by the workers; the mills are completely unionized, 
and the workers are able to pay themselves considerably more 
than the union scale of wages. The by-laws of the various 
companies are practically uniform, and a brief examination of 
the agreement of a typical company will perhaps make clearer 
the points just mentioned. 

The Lake Washington Shingle Company has an extended 
agreement, containing a number of clauses that perhaps 
would not hold good in court, being merely an outline to work 
under — an agreement between the workers interested rather 
than a legal document. It provides that no member of the 
company shall own more than one share of stock, except the 
one member who already holds two shares; it also provides 
that the treasury stock shall not be diminished below $7600, 
or 38 shares. Stock may be obtained bysubscription or trans- 
fer. All stockholders must be workers for the company 
unless excused from such service for sufficient reasons. 


8. Proceedings, 1915, pp. 1-4. 
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The affairs of the company are managed by a board of trus- 
tees elected by the stockholders at the annual meeting. 
The officers consist of a president, a secretary, and a treas- 
urer, who perform the usual duties of each office. The real 
source of power and administration resides in the board 
of trustees. A stockholder withdrawing voluntarily must 
give the company the refusal of his stock, while an expelled 
stockholder has his share paid for by the company at mar- 
ket value less all assessments. As to wages, stockholders 
and others in the employ of the company are paid current 
and established wages in accordance with the regular union 
scale for such work. The stockholders, however, at a reg- 
ularly called meeting for that purpose, may by a two-thirds 
vote of the stockholders present revise the wage-scale. 


This coéperative movement has now gone on for some ten 
years. Some broad conclusions about it can be stated. 

One of the reasons for the success of codperation among the 
shingle-weavers is found in the nature of the industry. Com- 
paratively speaking, the capital required to purchase a mill is 
not large, — a few thousand dollars, — and in some instances 
a mill can be leased advantageously. Then, when the mill has 
been secured, the business can be done on a shoestring; that is 
to say, the cedar logs are bought on short-term credit, turned 
into shingles, and sold. The shingle manufacturer receives 
payment for the shingles by putting his bill for them through 
his bank, the shingles not being delivered until payment is 
provided for. Thus the working capital is that amount neces- 
sary for the purchase of the cedar logs, the payment of labor, 
and incidental expenses. The turnover is quick and the 
amount of working capital is reduced to a minimum. 

The codperative shingle mills have, however, required 
some banking accommodation and this has often been flatly 
refused them at their local bank. One explanation of the re- 
fusal of credit by the local bank is that some of the stock- 
holders are interested in regular capitalistic mills and do not 
wish the codperative movement to succeed. Another ex- 
planation is that the bank directors believe that the codpera- 
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tive mill is but a temporary experiment. In some instances, 
where several coéperative societies have pooled their buying 
of logs and have gone to a large city bank for a short-time 
loan, they have been told that they should apply to their 
local bank, it being the rule of the city bank not to cross the 
territory of the local bank in the matter of small loans. Be 
this as it may, the codéperative mills have continued in busi- 
ness, and as they have grown older have built up a line of 
credit for themselves. A coédperative labor bank, such as 
those now being established in other parts of the country, 
may be an answer to this question of credit. 

A noticeable change is found in some members of these co- 
operative societies in that they come to look at things from 
the point of view of an employer and thus shift from their 
former views as laborers. The tendency in some societies is 
for a retiring member to sell his share to the remaining mem- 
bers, and the process may continue until ownership and con- 
trol is concentrated in the hands of a few, who then admit no 
new members, hire additional laborers needed at regular 
wages, and so make the business an ordinary commercial one. 
To prevent this, some societies provide that all workers shall 
be shareholders. But the fewer the members, the larger will 
be each one’s share of the profits. Human nature being as it 
is, there is the inevitable tendency to become capitalistic and 
to divide the profits among a few. 

To conclude: codperative production among the shingle- 
weavers has so far been a success; it is a step in the direction 
of self-help; and aside from the additional earnings, it affords 
an invaluable education to the workers in business adminis- 
tration and responsibility. Its future will be watched with 
interest. 

Grorce M. JANEs. 


WASHINGTON AND JEFFERSON COLLEGE. 








